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Knight Capital Group, Inc. {Nasdaq: NITE) > A leading financial services firm that provides electronic and voice
access to the capital markets across multiple asset classes for buy-side, sell-side and corporate clients, and asset
management for institutions and private clients. Our Global Markets business provides market access and trade
execution services in nearly every U.S. equity security and a large number of international securities, futures,
options, foreign exchange and fixed income. We offer high-quality trade executions through natural liquidity, capital
facilitation and trading technology, with comprehensive products and services that support alpha creation and
capital formation. Our Asset Management business, Deephaven Capital Management, is a global multi-strategy
alternative investment manager focused on delivering attractive risk-adjusted returns with low correlation to the
broader markets. More information about Knight can be found at www.knight.com.
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sses > Hybrid Market Model > Client-Centered Philosophy

it's All About Access > In today’s complex, tightly regulated and fast-moving global capital

markets, all marke} participants want access to liquidity and the best available information and tools.
1

We recognize that|clients of diverse sizes, investment strategies and styles have markedly different

requirements and benchmarks for success. We also understand they share the need for actionable
1 market intc—:-lligenceL and high-quality trade executions.
|

Knight provides buy- and sell-side clients with access to advanced market access and trade execution
Services across, multlip!e asset classes. Driven by a client-centered philosophy, we offer clients an extraordi-
nary degree of choice and support at each step of the process to help them succeed in any market.
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Knight Capital Group, Inc. > 2 « 2007 Annual Report

Thomas M. Joyce, Chairman & CEQ <

FELLOW KNIGHT SHAREHOLDER:

Broad U.S. stock market volumes continued to rise steadily in 2007. We also witnessed a return in
volatility — as represented by the CBOE Volatility Index — which spiked to its highest levels in four years
and contributed to a choppy trading enviranment.

2007 will, of course, go down as the year of the subprime credit ¢risis and deteriorating housing market.
The resulting impact on the broader credit markets led to writedowns at some firms and contributed to
the heightened trading volumes and market volatility of the second half of the year.

In contrast, at Knight, the investar uncertainty that began in the summer allowed us to demonstrate the
power of Knight's hybrid market model together with our deep, natural poot of liquidity. We continued to
make progress on several fronts despite the challenging market conditions.

« Knight achieved consolidated pre-tax margins of 22 percent — exceeding our goal of 20 percent - on
revenues of $905.3 million and pre-tax earnings of $201.2 million.

» In Global Markets, we added new clients, diversified our products and services, and developed into a
truly “all-market” U.S. equity trade execution destination covering more than 18,000 micro-, smali-,
mid- and large-cap securities,

+ Additional investments in quantitative models and trading technology infrastructure allowed Global
Markets to work with more clients and handle greater volumes of trades across asset classes.

» We continued to focus on client service and grew commission and fee-based revenues, which now
account for more than 50 percent of Global Markets revenues.

* In Asset Management, Deephaven Capital Management is gaining recognition as an institutional-quality
alternative investment manager, introducing two new single-strategy funds providing investors with
access to specialized strategies targeting absolute returns.

We accomplished this while continuing to carefully manage our capital structure and balance sheet.
In addition, Knight's Board of Directors authorized doubling the current share repurchase program to
$1 billion in 2007. Over the course of the year, we repurchased 17.5 mitlion shares for $259.2 million,
leaving approximately $373.8 million in the program.

Giving Trading Renewed Strategic Value
As market conditions fluctuated in the late summer with the prolonged de-leveraging of portfolios due to
the subprime credit crisis, buy- and sell-side clients turned to Knight. Clients utilized our market access and
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trade execution services 1o source liquidity, access our market intelfigence and either make critical
adjustments to pertfolios or completely unwind positions.

This represented an ideal confluence of events for firms with the resources and trading skilis to stay in the
markat. During the second half, we set new firm-wide one-day records for both electronic and voice
trading voiumes during the sam: session.

Another market event from the summer was the sudden and widespread failure of quantitative models,
The common reaction among firms that failed to properly model for certain events was to severely downsize
commitments or pull out of the market entirely. Again, we provided clients with ongaing, actionable market
intelligence and trading insights that helped increase their returns and, in the process, coniributed to our results.

Our Global Markets strategy centers on growing the client base of buy- and sell-side firms with significant
trade execution needs by offering customized connectivity to our pools of liquidity, capturing an ever-
greater share of client order flow by providing high-quality trade executions and cross-selling an array of
complementary products and services that support alpha creation and capital formation.

Our client-centered philosophy clearly resonates with buy- and sell-side firms. From 2005 to 2007, we
grew the client base 53 percent and dramatically increased annual totals for U.S. equity share volume,
trades and dollar value traded. Qver the same three-year period, we increased Global Markets pre-tax
earnings more than 400 percent.

Also of significance:

= Direct Edge ECN. With the sale of minority equity interests to Citadel and Goldman Sachs, we
transitioned the ECN to a consartium model to facilitate future growth.

» Knight Link. Demand for alternative liquidity sources from smart order routers and dark liguidity-
seeking algorithms continued to drive client growth and volumes. In the fourth quarter of 2007,
Knight Link averaged daily U.S. equity share volume of 9.8 million.

» International. Knight's London-based voice trade execution services continued their impressive growth
with potential fragmentation of the European capital markets, presenting even greater opportunities.

In summary, Knight's ability to provide clients with high-quality trade executions according to regulatory-
and client-cefined measures is giving trading renewed strategic value. Overall, | believe we offer the best
trade executions on Wall Street.
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Total Revenues .Pre-Tax Earnings Pre-Tax Margins
(in thousands) (in thousands)
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Developing into an Institutional-Quality Alternative Investment Manager
In Asset Management, Deephaven Capital Management continued to make progress toward reaching
organizational goals in spite of the difficult market conditions.

Deephaven achieved blended fund performance of 6.8% which exceeded the relevant benchmark indexes.
Deephaven continued the roflout of single-strategy funds, launching the European Event Fund LEC and
International Volatility Strategies Fund LLC, which appeal to institutional investors and funds of hedge funds.

Deephaven also further diversified its investor base and made important inroads with pensions, endow-
ments, foundations and investrnent consultants. As of January 1, 2008, Deephaven had assets under
managemens of $4.0 billion.

While the market conditions in the secand half of 2007 were positive for Global Markets, substantive
macro-economic changes in the U.S. contributed to poor fund performance. In particular, a slowdown in M&A
activity due 1o the tightening credit markets limited opportunities for the Event Fund and caused investors io
reconsider asset allocations. On February 1, 2008, Deephaven anncunced the closing of the Event Fund.

Finally, Deephaven’s senior managers recently exercised an option to acquire a 49 percent stake in the
subsidiary. We believe this development will provide added incentives for the senior managers to grow
assets under management while leaving in place the pre-existing profit-sharing arrangement with Knight.

Outlook for 2008

We expect market volatility to remain high in 2008 with muted growth in broad stock market volumes.
The credit market troubles will continue to play out as the economic uncertainty lingers and an election
year builds to conclusion.

In Global Markets, we will continue to make investments to deepen our liquidity pools across asset classes

and enhance market access and trade execution services. We will also look to:

» Continue to innovate and refine quantitative models according to market conditions, buy- and sell-side
client priorities and changing client order flow profiles.

» Cross-sell products and services that support alpha creation such as Knight Direct EMS broker-neutral
electronic trading platform, EdgeTrade algorithms, Knight Capital Partners capital placement services
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Net Income Diluted EPS Electronic as %
(in thousands) of Total Global
Markets Revenues*
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*Excluding Direct Edge ECN. Electronic
Revenues have experienced a five-year
CAGR of 70%.

and commission management as well as market access and trade execution services across asset classes.
* Deepen refationships with our sell-side retail brokerage clients through our Knight BondPoint electronic
fixed income trading solution and Knight Portfolio Access managed account products and services.
* Grow international revenues in Europe where recent market structure changes present new opportunities
given our strengths in helping clients find liquidity and providing high-quality trade executions.

In Asset Management, Deephaven will continue to focus on performance, adding new funds, diversifying the

investor base and increasing assets under management. In addition, Deephaven will;

* Pursue innovative investment strategies and processes that generate attractive, risk-adjusted returns for investors.

* Continue development of the Global Fundamenial Equity team and Asia team to capitalize on international
investment opportunities.

« |nstitutionalize operational best practices to further strengthen Deephaven’s reputation as an institutional-
quality alternative investment manager.

As a firm, Knight will continue to evolve by capitalizing on our strengths. We'll work to increase operational
leverage across market cycles in order to maintain pre-tax margins of at least 20 percent on a consolidated basis.

Finally, Knight will practice cash management discipline, balancing prudent share repurchases with strategic
investments in complementary products and services that add asset classes or give us a presence in new
geographic regions.

2007 was a wild year in the global capital markets. By any measure it was also quite a successful one for
Knight. We begin 2008 with considerable momentum, an abundance of opportunities and clearly-defined
priorities across the firm.

On behalf of our directors, management team, and more than 900 employees, | thank you for your
continuing support and look forward to sharing in our future successes.

ﬁm«d%«-—

Thomas M. Joyce
Chairman & CEQ
March 17, 2008
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Gateway to the Market > Multiple Asset Classes > Liquidity > Science of Trading > Standard of Trust > Hybrid Market Model >

From 2005 to 2007, Knight's average daily U.S.
equity trades experienced CAGR of 28.4%, average
daily shares CAGR of 7.0% and average daily dollar
value traded CAGR of 30.6%.
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Client-Centered Philosophy > Industry-Leading Execution Quality > Buy-Side > Sell-Side > Corporate Clients > Knight BondPoint

S = | :

"y
/‘\-.___

S

3 .
2 '
-
?

PR Y

ACCESS OUR VIRTUAL EXCHANGE

Knight is an "zll-market” U.S. equity trade execution destination. We engage in trading and market making in more than
18,000 U.S. equities and accept order types for NYSE-, NASDAQ- and AMEX-listed as well as over-the-counter securities.

Our hybrid market model features multiple electronic and voice access points, making it easy for our clients to connect and
route sell-side order flow and send buy-side orders to Knight according to specific preferences and requirements, such as SEC
Rule 605 guidelines regarding speed, effective-over-quoted spread and price improvement. Our firm's deep, natural liquidity
pool is comprised of order flow and trade executions from more than 2,450 buy- and sell-side firms.

Knight's robust trading technology infrastructure provides exchange-like capacity and reliability, allowing greater client choice
and instant access across multiple asset classes. In addition, we have sophisticated trading software and quantitative models
that facilitate routing decisions according to order size and lot, and execute trades in milliseconds.

Qur hybrid market access and trade execution services — combined with our large liquidity poo! — consistently result in high-quality
trade executions according to regulatory- and client-defined measures such as speed, price, anonymity and market impact.

In 2007, our daily equity share volume was on average far greater than any U.S. exchange. In addition, we set new firm
records for all-time highs in average daily trades and dollar value traded.
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HELPING OUR GLOBAL MARKETS CLIENTS NAVIGATE
THROUGH A COMPLEX & FRAGMENTED MARKETPLACE

“We help our clients trade successfully. While
competitors are re-assessing their models
and offerings, we have one of the largest
voice teams on Wall Street. Paired with our
comprehensive electronic services, we're able
to service all our clients’ needs.”

— David 5. Lehmann, Institutiona! Sales (Chicago)
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“Quantitative models and automated
trading strategies have revolutionized the
financial markets over the past decade.
At Knight, we take pride in bringing the
banefits of these innovations to every

‘ client, from an online broker to the
| largest institutional investor.”

— Matt Cushman, Quant Model Strategist

“Qur objective is to execute an
effective program that allows
Knight to cultivate a disciplined
risk-taking approach under prudent
guidelines and policies. Central to
this program are established limits
and controls that measure, monitor,
manage and mitigate risk, with the
goal of optimizing our trading and
service levels to our clients.”

— Bill Hartigan, Global Markets Risk Management




“We go the extra mile to quickly craft custom solu-
tions to our clients’ automated trading requirements,
enabling them to achieve the best execution for their
trades through Knight's connections to the myriad
trading venues available in today’s marketplace.”

- Margaret Tharp, Software Devetoper

“Qur established pan-European busi-
ness has the recently introduced MiFID
standards at its core, including access
to a wide variety of points of liquidity
with lower transaction costs and an
execution model that delivers better
results for clients.”

- Phil Gough, European Operations {London}

“The growth of product and
service offerings at Knight,
over the past several years, is
impressive. We now have a
comprehensive set of tools
across multiple asset classes
and our focus is expanding
globally. It's a truly meaningful
transformation that portends
well for our future.”

- Colin D. Keely, Institutional Sales
(San Francisco)
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- Dynamic Markét Environment > Global Platform > Algorithms > Customized Connectivity > Trading Software > Virtual Exchange

ELECTRONIC
Access & Trading

The modernization of the global capital markets has accelerated in recent years. Firms are now able
to collect and analyze market data faster. Today, algorithmic trading accounts for approximately
one-third of U.S. stock market volumes.

In this dynamic market environment, our electronic market access and trade execution services
allow us to work with more clients, process greater trading volumes and easily scale up during
periods of heightened market activity.

As a result of a firm-wide automation effort, approximately 95% of our trades are now processed
electronically. In addition, targeted acquisitions have enhanced our equity liquidity pool and allowed
us to build and expand our pools of liquidity across asset classes.

¢ The 2005 acquisition of ATTAIN ECN, since relaunched as Direct Edge ECN, is now a leading ECN
with Knight, Citadel and Goldman Sachs as minority equity owners.

s The 2005 acquisition of DTl enabled us to build Knight Direct EMS, a broker-neutral electronic
trading platform for equities, futures and options.

» The 2006 acquisition of Hotspot FX added a spot foreign exchange ECN.

= The 2006 acquisition of ValuBond, since relaunched as Knight BondPoint, added a fixed income
ECN and front-end application for sell-side firms.

¢ The 2008 acquisition of EdgeTrade added to our agency-only, algorithmic software capabilities.

In addition, we continue to develop innovative new offerings such as Knight Link, an electronic
access point into Knight's deep, off-exchange liquidity for our alternative liquidity provider clients.
We also built Knight Match, a dark crossing system which allows the buy-side to interact anonymously
with our sell-side and other buy-side order flow.

Knight's electronic market access and trade execution
services are comprised of our quantitative models,
Knight Direct EMS™, Knight Link™, Knight Match®,
Knight BondPoint™, Hotspotf FX™and EdgeTrade™.

|
|
|
|
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Experierce > Specialized Knowledge > Client Relationships > Sales Traders > Institutional Block Traders > Cash Traders > Trading

VOICE
Access & Trading

| Despite the proliferation of electronic trading, there will always be a need for the actionable
I market intelligence and trading insights of our experienced traders that simply cannot be replicated
by 3 server and lines of code.

Our sales traders and cash traders understand the direction and momentum of the markets as
well as trading patterns for individual securities. They provide our buy- and sell-side clients with an
imineasurable level of intelligence, insights and service in different market conditions and cycles.

Thioughout the trading day, Knight's sales traders and cash traders handle large block orders,
difticult-to-trade issues, IPOs and "story” stacks affected by events including M&A activity that
require specialized knowledge of the markets.

Our moere than 80 sales traders and 25 institutional block traders provide buy-side clients with
uncommon perspective on trading patterns in each stock they follow in order to reduce market
impact and overall transaction costs. Qur 65 cash traders lock for trading irregularities and help
sell-side clients achieve consistent high-quality trade executions.

The: contributions of our sales traders were dramatically highlighted in August 2007 when quantitative
madels employed by buy-side firms began to underperform en masse. As the global capital markets
reacted, Knight's clients turned to our sales traders for help in unwinding positions and making
critical adjustments to portfolios. Our sales traders handled record volumes and enhanced client
relationships by providing critical suppert in a challenging time.

The: level of support we provide clients doesn’t end with the execution of a trade. We have one of
the largest client service teams on Wall Street to address questions and provide swift issue resolution.
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From 20?5 to 2007, Knight's buy-side client base grew
approximately 70% from 1,000 to 1,700.
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Global Capital Markets > Capital Facilitation > Commission Management > Capital Placement > Capital Markets Services >

ACCESS OUR EXPERTISE

At Knight, we understand the global capital markets. We also understand how buy- and sell-side firms of diverse sizes,
investment strategies and styles prefer to connect and interact with the markets.

Anticipating client naeds allows us to offer solutions that make it easy for firms to route aorder flow to us. And, as a rule,
we provide services that extend beyond the customary scope of market access and trade execution services.

* We understand the operational issues clients face. Our connectivity team provides clients with a range of consulting and
services an trade execution, including electronic trading infrastructure.

» We understand trading in fragmented capital markets. Qur collective experience and advanced quantitative models allow
us to customize trading solutions that allow clients to efficiently and effectively source liquidity.

* We understand how clients rate performance. Our liquidity experts work with clients to develop sophisticated strategies
to optimize trade execution for maximumn performance and cost efficiency.

We also offer complementary products and services that support alpha creation and capital formation, including capital
placement, commission management, restricted stock transactions and repurchase programs, as well as small- and mid-cap
company roadshows for buy-side firms.

—
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Connectivity Solutions > Flexibility > Collective Experience > Anticipating Client Needs > Liquidity Management > Innovation
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Revenues derived from}electronic market
access and trade execution services in
Knight’s Global Markets segment increased
from 24.8% in 2005 to 39.7% in 2007

*Nate: Metrics exclude the results of Direct Edge ECM.
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18,000+ Equities

Traded as part of our
multiple asset class offering,
plus fixed income, foreign
exchange, options and
futures

ces > Récted Stock Transactions

935.4 Billion

Total equity shares traded,
including 20% more NASDAQ
and Listed equity shares
traded than in 2006




332.9 Milliol

Total trades execute
record one-day volu
2!.6 million trades
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$3.2 Trillion

Dollar value traded, with
record one-day dollar value
traded of $29.9 billion

2,750 Clients

Our client base:

750 sell-side and
1,700 buy-side firms,
and 300 companies




ernational Equities > Futures 3

K ight provides iﬁdustry-leading executi?n quality with the lowest
effective-over-quoted spread* for the S&P 500 and NASDAQ 100

among the firm’s beer group.

*Effective-Over-Quated Spread: The résult of a formula that compares the average effe
entry. When an order is executed exactly at the NBBO (National Best/Bid Offer) then th
inflicate executions better than the NBBO and thus greater cost savings to clients,

!

Sabirce: Thomsen Transaction Analytics

ctive spread with the quoted spread at the time of
e effective/quoted ratio is 100%. Lowered ratios
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1 Income > More Than 18,000 U.S. Equities > Customized Connectivity > Small- and Mid-Cap Expertise

ACCESS OUR DEEP, NATURAL LIQUIDITY

Knight's strategy centers on growing the client base of buy- and sell-side firms by offering customized
connectivity through our hybrid market model and capturing an ever-greater share of client order flow
by providing high-quality trade executions.

Our client base is comprised of more than 2,450 buy- and sell-side firms, including broker-dealers,
bulge-bracket firms, prime brokers, correspondent clearing firms, mutuai funds, pension funds, hedge
funds, trusts, endowments, private wealth managers, insurance companies and banks.

Continuing to grow the client base and enhancing our equity liquidity pool contributes to increased
rates of matched trades and high-guality trade executions for all clients. In 2007, we executed U.S.
equity volume totaling more than 332 million trades, over 935 billion shares traded and in excess of
$3 trillion in dollar value traded.

When natural liquidity is not present in the marketplace, we can provide capital facilitation to complete
trades on our clients’ behalf and minimize slippage. If we need 10 access the broader market, we are
connected to multiple external liquidity centers including ECNs, dark pools, exchanges and other

= market destinations.

Looking ahead, we are building new pools of liquidity across asset classes as well as expanding our

international presence. We will continue to augment market access and trade execution services in
ADRs, international equities, foreign exchange, futures, optiens and fixed income. We expect organic |
growth in Europe will continue as recent market structure changes present new opportunities. |
|
[
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ACCESS OUR INFRASTRUCTURE

As a leading market center, Knight's trading technology infrastructure is central to providing clients with access to deep, natural
liquidity, actionable market intelligence and high-quality trade executions.
|

We possess the exchange-like capacity and reliability necessary to smoothly handle pericds of heightened trading volumes and
market volatility. Qur technology supports everything from executing trades and managing our inventory of stacks to communicating
up-to-the-millisecond information to cur clients and monitoring for compliance.




We continually challenge ourselves to develop new and better ways to improve operations. Qur flexible platform allows us to quickly
assess, improve, incorporate and roll out new applications that enhance our hybrid market model. In keeping with the fast pace of the
global capital markets and our trading floor, the cycle time from new idea to implementatian is short.

Knight is a gateway to the global capital markets. We make regular, prudent investments in trading technology infrastructure to
enhance and upgrade our market access and trade execution services across multiple asset classes.

Knight has the capacity to handle more than
five million trades per day.

Knight improved order latency at Hotspot FX
from 100 milliseconds to 10 milliseconds as well

as at Direct Edge ECN from 75 milliseconds to
under five milliseconds.

-

" eeds > Elec. ™t Access > Flexible Platform > Exchange-Like Capacity > Trading Tools > Intellectual Property >
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PRODUCTS AND SERVICES THAT ' > THE SCIENCE OF TRADING
SUPPORT ALPHA CREATION AND ; b _ZUE STANDARD OF TRUST
CAPITAL FORMATION | iz
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“Knight BondPoint provides broker-dealer clients
with increased connectivity, liquidity and auto-
mation in electronic fixed income trading. The
result is greater price transparency, improved
operational efficiencies and lower transaction
costs for all parties.”

— Marshall Nicholson, Knight BondPoint

4

e work to close the knowledge gap between institutional inve\stors and
mid-, smail- and micro-cap companies with limited or no sell-side coverage.
In 2007, we arranged more than 370 meetings between portfolic managers
and companies looking to expand their investor base.”

- Bill McKeown, Corporate Access




"It is a natural extension for Knight
with our tremendous liquidity, state-
of-the-art technology and high-service
sales professionals to Introduce all
of our clients to the cutting-edge
solutions we provide in their search
for best execution and trade flow
management.”

— Marla Serwin, Institutional Sales {Boston)

“Qur team draws inspiration and finds
continued success by taking a proactive
approach towards improving aspects of
our trade execution, products and services,
with the knowledge that client satisfaction
is mission critical to Knight's success.”

- Frank Grampone, Client Services & Cperations

“Knight Direct EMS provides access and
visibility to various liquidity venues,
facilitating high fulfillment rates while
retaining client anonymity. Our connec-
tivity to the market and reach across
multiple asset classes allows clients to
expand investment opportunities and
optimize workflow.”

~ Rod Burns, Knight Direct EMS Sales

“The team at Knight Capital Partners is deeply
immersed in the alternative investiment industry.
We provide capital placement and advisory
services connecting select private equity firms
and hedge funds - offering differentiated
strategies and proven track records — with
leading institutional investors worldwide.”

— K. Carter Harris, Knight Capital Partners
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ASSET MANAGEMENT

1
e Market > Global Multi-Strategy > Long
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Deephaven

Deephaven Capital Management is an established alternative investment manager for institutions and private clients seeking
ncn-correlated, absolute-oriented returns. Deephaven pursues a broad range of strategies including fundamental equity
selection, credit- and volatility-driven, quantitative and event-driven.

According to industry reports, assets under management in hedge funds rose from $1.1 trillion in 2005 to $1.5 trillion in 2006
and $1.9 trillion in 2007. Over the same pericd, the number of funds increased from 8,700 funds in 2005 to 9,500 funds in
2006 and 10,100 funds in 2007.*

As demand for funds that pursue aggressive strategies across geographies, market sectors and asset classes increases in terms
of new allocations, Deephaven is well-positioned to grow assets under management.

Despite the announcement of the closing of the Event Fund on February 1, 2008 due to reduced event-driven activity, fund
performance and investor redemptions, Deephaven continues to add and diversify fund offerings. Deephaven launched two
new single-strategy funds in 2007.

Over the three-year period from 2005 to 2007, Deephaven's average annual blended fund performance was 12.3%. During
that time, Deephaven grew assets under management from $2.9 billien to $3.9 billion.

*Source: Hedge Fund Research, Inc.
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> KNIGHT CAPITAL GROUP, INC.

Knight Capital Group, Inc. {Nasdaq: NITE) is a leading
financial services firm that provides electronic and voice
access to the capital markets across multiple asset
classes for buy-side, sell-side and corporate clients,
and asset management for institutions and private
clients. Our Global Markets business provides market
access and trade execution services in nearly every U.5.
equity security and a large number of international
securities, futures, options, foreign exchange and
fixed income. We offer high-quality trade executions
through natural liquidity, capital facilitation and trading
technology, with comprehensive products and services
that support alpha creation and capital formation.
Our Asset Management business, Deephaven Capital
Management, is a global multi-strategy alternative
investment manager focused on delivering attractive
risk-adjusted returns with low correlation to the broader
markets. More information about Knight can be found
at www.knight.com.

GLOBAL MARKETS ACCESS & TRADE EXECUTION

In Knight's virtual exchange, we provide buy-side and sell-side
clients with voice and electronic access across multiple asset
classes in a majority of markets worldwide.

Our Global Markets business offers high-quality trade execution
through natural liquidity, capital facilitation and trading technology,
with comprehensive products and services that support alpha
creation and the capital formation process. We make a market or
trade in more than 18,000 U.S. equity securities and provide trade
execution services in a large number of international securities,
futures, options, foreign exchange and fixed income instrurments.

Clients benefit from our expertise in market structure and mechanics,
thorough knowledge of industry reguiations and in-depth
understanding of trade execution reguirements. Our unigue blend

of order flow coupled with our market insight and experience
provides a resource for those who seek clarity on the direction and
momentum of the market.

Knight supports a technology infrastructure with exchange-like
capacity for more than five million trades per day, the reliability
necessary for periods of high volume and volatility, and a premier
outbound routing gateway for connectivity to other market
destinations.

Our liguidity and scale may bring dlients to Knight, but we understand
that order flow alone is not enough to keep them here, In a difficult
market environment or with a complicated trade, our team will
marshal our resources to address and resolve issues that may arise.

We want each client to be as proud to use and recommend Knight
as we are to have them as clients. We understand that Knight's
performance every day reflects directly on our clients, and we take
this responsibility very seriously.




ASSET MANAGEMENT

Qur Asset Management business, Deephaven Capital
Management, is a global, multi-strategy alternative investment
manager focused on delivering attractive risk-adjusted returns
with low correlation to the broader markets.

Deephaven believes it is important to allocate and reallocate
capital on a timely and flexible hasis in order to generate attractive
risk-adjusted returns over the long term in unpredictable markets.

To achieve this, Deephaven pursues a broad range of strategies
across geographies, market sectors and asset classes, including
fundamental equity selection, credit- and volatility-driven,
quantitative and event-driven.

Deephaven differentiates itself based on reputation, client
relationships, management team experience, investment
strategies, risk profile and historical fund returns.

Deephaven’s investors incfude banks, insurance companies, funds
of hedge funds, corpaorate and public pension plan sponsors, trusts,
endowments, foundations and private clients.

Deephaven's blended fund performance in 2007 was 6.8%.
Over the three-year period from 2005 to 2007, Deephaven’s
average annual blended fund performance was 12.3%. During
that time, Deephaven grew assets under management from
$2.9 billion to $3.9 billion.

Founded in 1994, Deephaven has offices in Minnetonka, MN,
Lendon and Mong Kong. For more information, go to
www.deephavenfunds.com.




ACCESS OUR VIRTUAL EXCHANGE <

KNIGHT LIQUIDITY

KNIGHT GATEWAY

Knight's virtual exchange provides multiple access points to multiple asset classes. Our clients
benefit from our sophisticated direct access, electronic and algorithmic trading technologies,
our inherent large pool of equity liquidity, or the expertise of a sales trader or trader. Our
capital facilitation, routing capabilities and gateway to the marketplace provide greater
opportunity for high-quality executions on behalf of our clients.
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ACCESS OUR HYBRID MARKET MODEL <

Through cur hybrid market model, Knight gives clients the choice of market access and
high-quality executions found only through the combination of electronic and voice access
and trade execution services. We complement our electronic platforms, algorithmic and
quantitative strategies, market intelligence and trading expertise with client services for
buy-side, sell-sice and corporate clients.

> Electroni€ Access (Platforms)
= Hotspot FX
. Knlght BondPomt
. Knlght Dlrect EMS
* Knight Portfolio Access

> Sales

« Broker-Dealer Relationship Management
* Institutional Sales and Trading
= International Sales and Trading

> Voice Trade Execution Services
* Broker-Dealer Cash Trading
« |nstitutional Block Trading
* Program Trading
» Special Situations

' Electromc Trade Execution
Services (Strategles)
. Broke;—DeaIer Electronic Trading
* EdgeTrade
* Knight Lmk
. Knlght Match

HYBRID MARKET MODEL
Electronic & Voice N

'> Equities E > Commission Management
= Fixed Income > Corporate Access

> Forelg‘n Exchange > Corporate Services

(> Futures ' ' > Knight Capital Partners
I> Options




* Program Trading

Our program trading desk offers the combination of experienced
traders and enhanced portfolio trading technology. Seeking the
best outcome for clients, the desk utilizes advanced pre- and post-
trade analytics and market-tested algorithms to help our clients
achieve their trading objectives. Our program trading algorithms
use smart order execution technology to minimize market impact
by accessing numerous pools of non-displayed and displayed
liquidity for price-improved crossing.

* Special Situations

With a focus on event-related investment strategies such as
announced U.S. merger arbitrage, leveraged buyouts and
corporate restructurings, Special Situations is a valuable resource
to both the multi-strategy hedge fund and the fundamental
long-short fund manager. We provide liquidity in single stocks
and multi-security transactions.

MULTPLE ASSET CLASSES

> Equities

* Domestic Equities

Knight makes a market or trades in more than 18,000 U.S.
equities, providing our clients a single destination for NASDAQ,
NYSE- and AMEX-listed and over-the-counter securities. In
addition to maintaining one of the largest and deepest domestic
equity footprints in the world, we offer clients a choice between
electronic and voice access to the markets. We also have the
ability to use capital to facilitate trades on our clients’ behatf. For
external liquidity, Knight's premier outbound routing gateway
employs sophisticated routing logic to access a network of ECNs,
dark pools, exchanges and other market destinations.

* International Equities

As asset and investment managers continue to diversify their
equity portfalios, Knight's access to international equities helps
our clients broaden their investment opportunities in the
expanding global equities markets. We provide direct market
access trading capabilities to ordinaries throughout Europe, Asia,
Latin America and Canada.

* ADRs

American Depository Receipts (ADRs) offer investors an alternative
exposure to international equity investments with reduced foreign
exchange risks, as any capital gains are realized in U.5. dollars.
Through Knight's international equities desk, Knight offers direct
market access and sales and trading capabilities in ADRs.

> Fixed Income

As more investors seek greater diversification to their investment
portfolios, demand for efficient access to fixed income is expected
to grow. Knight BondPoint provides an electronic trading platform
and trader and broker workstations for fixed income securities,
with live secondary trading of treasury, corporate, agency and
municipal bonds and access to new issues.

> Foreign Exchange

Hotspot FX provides electronic access to the spot foreign exchange
market in 48 currency pairs and gold and silver through ECN

models. Electronic spot FX trading is a multi-billion-dollar market
which institutions access to generate alpha and facilitate hedging
of international transactions. The FX market continues to migrate
from voice to electronic trading at a rapid pace, as market
participants are expanding their use of short-term technical models
and high-speed algorithmic trading systems.

> Futures

Knight's connectivity network supports futures order routing to
many of the world’s leading futures exchanges, providing for

efficient trade execution of futures strategies in index, single-
stock and commodity futures through Knight Direct EMS.

> Options

Knight provides direct electronic access to the primary options
markets through Knight Direct EMS. Trading options via
Knight provides clients with advanced order routing to the
exchanges such as exchange sweeping and auto-ex capabilities.
Knight Direct EMS’s interface also provides robust options pricing
features, which help traders gauge implied, theoretica! and
historical volatility measurements.

CLENT SERVICES
> Commission Management

Qur Commission Management programs serve plan sponsors,
investment managers and hedge funds in the institutional
investment community. We offer client commission arrangements,
commission recapture and transition management programs
designed to assist cur clients in reducing transaction costs and
improving investment performance.

> Corporate Access

Institutional Corporate Access is an unbiased and unique service
for portfolic managers to meet with corporate executives, offering

- access to management of small- and mid-cap companies across

the U.5. and in Europe.

> Corporate Services

Through Knight Capital Markets, we can provide corporate
finance and capital markets services focused on small- and
mid-cap companies. We also provide capital raising, acting as
placement agent for private placements for public and private
companies. OQur Corporate Services provides non-traditional
institutional trade execution needs, including restricted stock
transactions and issuer buybacks to companies, their senior
management and restricted stockholders. Clienis have access
to a full-service solution, including Knight's liquidity, trade
execution, market insight and client service.

> Knight Capital Partners

Knight Capital Partners provides comprehensive capital placement
and advisory services for alternative investrment managers, including
private equity funds, hedge funds and non-traditional long-only
strategies. We assist general partners in the positioning, pre-
marketing and placement of investment management services
with top-tier institutional investors worldwide,



ELECTROMNIC ACTESS & TRADING

> Electronic Access (Platforms)

+ Hotspot FX™

Hotspot FX operates foreign exchange ECNs that are ideally suited
to short-term technical models and high-speed algorithmic trading
systems. It enables instantaneous and anonymous trading on
competitive prices streamed by bank market makers, as well as
on bids and offers entered by other clients. Transparency and
executable market data support best execution and transaction
cost analysis.

* Knight BondPoint™

Knight BondPoint operates an effective fixed income marketplace
and automates trading, thereby increasing operational efficiencies
for firms, facilitating trading and lowering related transaction costs.
Knight BondPoint operates a fixed income ECN — a centralized,
electronic inter-dealer cross-matching system — connecting more
than 200 retail brokerage firms. In addition, it also provides a
customizable front-end application allowing financial advisors
and brokers to easily search, analyze and execute trades.

+ Knight Direct EMS™

Clients achieve direct market access to a majority of liquidity desti-
nations that allows trading across multiple asset classes through
Knight Direct EMS, a broker-neutral platform, Knight Direct EMS
offers an effective consolidation of your trading platforms by
eliminating the infrastructure and costs of supporting numerous
systems. As an alternative solution to existing EMS platforms,
Knight Direct EMS allows flexibility to trade multiple asset classes,
including domestic and international equities, ADRs, futures,
options and foreign exchange while being backed up by a full
client service and systems support team.

« Knight Portfolio Access™

Knight Portfolio Access will provide managed account products
and services to retail brokerage firms and registered investment
advisors offering separately managed accounts. Clients will receive
exclusive access to institutional-quality investment managers as
well as a scalable, cpen-architecture, investment platform with

full operational support for building, managing and administering
client portfolios.

> Electronic Trade Execution Services (Strategies)

* Broker-Dealer Efectronic Trading

Broker-Dealer Electronic Trading runs one of Wall Street’s most
successful and innovative automated electronic trading systems.
Our quantitative strategists develop statistical models of asset
prices using data from the exchanges, company filings and other
sources. These models allow us to provide among the highest
execution quality in the industry, as well as to generate consistently
high return on Knight's capital. Broker-Dealer Electronic Trading
trades more than $3 billion every day.

* EdgeTrade™

EdgeTrade is a leading developer of agency-only algorithmic
trading execution strategies providing smart order execution,
benchmark and participaticn algorithms. Our suite of algorithms
originates from the collective experience of our quantitative

professionals skilled in the market’s microstructure and dynamic
feedback from our clients.

* Knight Link™

Knight Link is a new way of accessing our deep pool of off-exchange
liquidity. It provides smart order routers and dark liquidity-seeking
algorithms with rapid order execution in more than 6,000 securities
- often in small-caps and hard-te-trade names. Knight Link helps
clients reduce market impact and lower ECN and exchange fees.

* Knight Match®

Knight Match is an anonymous, agency-only crossing systemn that
interacts with inherent liquidity from Knight's client base to facilitate
natural matches, providing an opportunity for price improvement
and liquidity discovery. Knight Match offers the potential to interact
with hundreds of millions of shares per day.

WOIdE ACESS & TRADING
> Sales

* Broker-Dealer Relationship Management

While the execution of broker-dealer order flow is a largely
automated process, Knight provides personal service to build
strong client relationships, quickly answer inquiries and resolve
trading issues. Our relationship management and operations
specialists serve as a single point of contact for addressing all
sell-side client needs.

« Institutional Sales and Trading

At Knight, institutional sales trading means focus and dedication.
Clients count on the market insight of our experienced sales
traders and block traders to help them access liquidity, maintain
anonymity and minimize market impact. Knight maintains one of
the largest sales trading teams on the Street focused on building
strong client relationships by delivering top-tier service.

* [nternational Sales and Trading

Thraugh our extensive exchange memberships and market
access solutions, Knight provides clients with execution services in
international equities, including ordinaries and ADRs, throughout
Europe, Asia, Latin America, Canada and other major international
markets. Our London-based sales trading and trading professionals
help our clients achieve their trading objectives by leveraging our
market insight coupled with our market access and capital facilitation.

> Voice Trade Execution Services

+ Broker-Dealer Cash Trading

Knight's cash traders apply market intelligence and experience to
provide high-quality trade executions, Cash traders handle sell-side
orders that benefit from specialized expertise that can't be replicated
by an automation-only model, such as oversized orders, specialized
order types and stocks impacted by breaking news or events.

« Institutional Block Trading

Knight provides institutional block trading for NYSE, NASDAQ,
international {ordinaries and ADRs) and AMEX securities from our
institutional block desk. Our clients benefit from our market insight,
high-quality service, opportunity for natural buy-side order flow to
interact with our sell-side order flow, and capital facilitation.
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SELECTED FINANCIAL DATA

The following selected consolidated financial data are qualified by the Consolidated Financial Statements of Knight Capital Group, Inc. and the
pMotes thereto included elsewhere in this document. The following should be read in conjunction with the Consolidated Financial Statements
2nd the discussion under Management’s Discussion and Analysis of Financial Condition and Results of Operations included elsewhere in this

cocument. The Consolidated Statements of Operations Data for 2007, 2006 and 2005 and the Consolidated Statements of Financial Condition

[1ata at December 31, 2007 and 2006 have been derived from our avdited Consolidated Financial Statements included elsewhere in this
cocument. The Consolidated Statements of Operations Data for 2004 and 2003 and the Consolidated Statements of Financial Condition Data
&t December 31, 2005, 2004 and 2003 are derived from Consolidated Financial Statements not included in this document.

For the years ended December 31, 2007 2006 2005 2004 2003
{In thousands, except per share amounts)
Consolidated Statements of Operations Data™:
Fevenues
Commissions and fees $447,495 $410,394 $296,441 $276,011 $163,147
Net trading revenue 286,199 243,761 165,614 250,993 290,938
Asset management fees 116,777 213,888 89,227 77,658 57,903
Interest, net 17,378 16,027 9,019 4,647 3,657
Nan-operating gain from subsidiary stock issuance 8,757 - - - -
Investment income and other, net 28,718 72,219 74,541 16,441 30,264
Total revenues 905,324 656,285 634,842 625,750 545,909
Transaction-based expenses
Execution and clearance fees 120,261 106,908 99,427 111,788 102,659
Soft dollar and commission recapture expense 61,367 70,537 63,850 60,118 9,986
Payments for order flow and ECN rebates 54,564 42,1914 21,220 36,632 32,179
Total transaction-based expenses 236,192 219,636 184,537 208,538 144 824
Revenues, net of transaction-based expenses 669,132 736,653 450,305 M7.12 401,085
Other direct expenses
Employee compensation and benefits 346,476 352,353 229,460 244,550 206,860
Communications and data processing 36,956 33,120 32,513 28,856 27,992
Depreciation and amortization 22,075 20,641 16,355 14,248 19,385
Professional fees 19,360 20,568 19,555 14,915 10,993
Business development 15,997 14,343 6,419 8,269 7,160
Occupancy and equinment rentals 14,083 13,536 13,554 16,852 17,449
Writedown of assets and lease loss accrual (2,470) 8,480 10,055 3,810 16,508
Regulatory charges and related matters - - 5,703 79,342 -
Other 15,418 17,101 11,541 6,844 11,152
Total other direct expenses 467,895 480,142 345,155 417,726 317,499
ircome {loss) befere income taxes
and discontinued operations 201,237 256,511 105,150 (514) 83,586
Income tax expense 77,560 98,165 38,912 9,258 32,497
et income {loss) from continuing operations $123,677 $158,346 $ 66,238 $ (9,772) $ 51,089
{Loss) income from discontinued operations, net of tax $ (1,437) 3 - $ 122 $100,904 $(13.018)
Iltet income $122,240 $158,346 $ 66,360 $ 91,132 $ 38,073

i Certain prior year amounts have been reclassified to conform to current year presentation.
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SELECTED FINANCIAL DATA

For the years ended December 31, 2007 2006 2005 2004 2003
{In thousands, except per share amounts)

Basic earnings per share from continuing operations $1.27 $1.56 $0.64 $(0.09) 3046
Diluted earnings per share from contlnuing cperations $1.23 $1.49 $0.62 $(0.08) $0.43
Basic earnings per share from discon{inued operations $(0.01) $} - $ - $0.90 $(0.12)
Diluted earnings per share {rom discontinued operations $(0.01) $ - $ - $0.86 $(0.11)
Basic earnings per share $1.26 $1.56 $0.64 3081 $0.34
Diluted ¢arnings per share $1.21 $1.49 $0.62 $0.77 $032
Shares used in computation of basic earnings per share 97,050 101,420 103,456 112,423 112,023
Shares used in computation of diluted earnings per share 100,796 106,243 106,882 117,636 117,750
December 31, 2007 2006 2005 2004 2003

Consolidated Statements of
Financial Condition Data:

Cash and cash equivalents $ 222,435 $ 214,760 3 230,591 $ 445,539 $ 249,998
Securities owned, held at clearing brokers,

at market value 412,565 711,775 380,367 254,473 201,239
Investment in Deephaven sponscred funds 83,732 187,573 281,657 215,330 197,60%
Assets within discontinued operations - - - - 2,938,223
Total assets 1,755,813 2,028,235 1,416,016 1,394,020 3,960,228
Securities sold, not yet purchased, at market value 335,280 693,071 345,457 221,421 173,119
Liabilities within discontinued operations - - - - 2,808,167
Long term debt 70,000 - - - -
Total stockholders’ eqguity 885,378 962,487 823,448 851,202 787,096
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Executive Overview

We are a leading financial services firm that provides electronic and voice
access to the capital markets across multiple asset classes for buy-side,
s2ll-side and carporate clients, and asset management for institutions
and private clients. We continually apply knowledge and innovation
t the trading and asset management processes to build lasting client
partnerships through consistent performance and superior client service.
V/e have two operating business segments, Asset Management and
Global Markets, as well as a Corporate segment.

* Asset Management — Our Asset Management business, Deephaven,
is a global, multi-strategy alternative investment manager focused

on delivering attractive risk-adjusted returns with low correlation to
the broader markets for institutions and private clients. Assets under
management were $3.9 billion as of December 31, 2007, down from
$4.2 billion of assets under management as of December 31, 2006.

= Global Markets — Our Global Markets business provides market
a-cess and trade execution services in nearly every U.S. equity security
and a large number of international securities, futures, options,
foreign exchange and fixed income. We offer high quality trade
aecutions through natural liquidity, capital facilitation and trading
technology, with comprehensive products and services that support
a.pha creation and capital formation.

The Company's Corporate segment includes all corporate overhead
expenses and investment income earned on strategic investments
and our corporate investiment as a limited partner or non-managing
rember in funds managed by the Asset Management segment
{tne "Deephaven Funds”). Corporate overhead expenses primarily
consist of compensation for certain senior executives and other
individuals employed at the corperate holding company, legal and
o"her professional expenses related to corporate matters, directors’
fees, investor and public relations expenses and directors’ and
o-ficers’ insurance.

In December 2004, the Company completed the sale of one of its
hiisiness segments, Derivative Markets, to Citigroup Financial Products
Inc. In accordance with GAAP, the results of this segment have been
included within discontinued operations. For a further discussion

of the sale of the Company’s Derivative Markets business, see
Footnate 16 “Discontinued Operations” included in the Consolidated
Financial Statements contained elsewhere in this document.

The following table sets forth: {i} Revenues, {ii) Expenses and (i} Income
from continuing operations before income taxes (”Pre-Tax Earnings”)
of our segments and on a consolidated basis {(in millions):

For the years ended Oecember 31, 2007 2006 2005
Asset Management

Revenues $118.2 §$2149 5 89.8
Expenses 101.7 140.0 69.0
Pre-Tax Earnings 16.5 748 208
Global Markets

Revenues 7514 674.8 4709
Expenses 5711 5245 4358
Pre-Tax Earnings 180.4 150.3 351
Corporate

Revenues 35.7 66.6 74.2
Expenses 31.3 35.3 249
Pre-Tax Earnings 43 314 49,3
Consolidated

Revenues 905.3 956.3 634.8
Expenses 7041 6599.8 529.7
Pre-Tax Earnings $201.2 $256.5 $105.2

Totals may not add due to rounding.

Consolidated Revenues in 2007 decreased $51.0 million, or 5.3%
from 2006, while consolidated Expenses increased $4.3 million or
0.6% from 2006. Overall, Consolidated Pre-Tax Earnings decreased
$55.3 million, or 21.5% from 2006,

The changes in our Pre-Tax Earnings by segment from 2006 to 2007
are summarized as follows:

* Asset Management — Our 2007 Pre-Tax Earnings from Asset
Management were down $58.3 million, or 77.9% from 2006,
primarily due to lower incentive allocation fees as a result of lower
fund returns, offset in part, by lower profitability-based bonuses
and higher management fees as a result of higher average assets
under management.

* Global Markets — Our 2007 Pre-Tax Earnings from Global Markets
were up $30.1 million, or 20.0% from 2006, primarily due to the
higher dollar value traded and greater trade volumes, offset by a
decrease in revenue capture per U.S. equity dollar value traded.

» Corporate - Qur 2007 Pre-Tax Earnings from our Corporate
segment were down $27.0 million, or 86.1% from 2006, primarily
due to lower returns on our corporate investment as a limited
partner or non-managing member in the Deephaven Funds and the
absence of gains on the sales of a portion of our investments in the
International Securities Exchange, Inc. ("ISE™) which were recognized
in 2006, offset by the gain related to the transfer and sale of equity
interests in Direct Edge ECN during the third quarter of 2007.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain Factors Affecting Results of Operations

We may experience significant variation in our future results of
operations. These fluctuations may result from numerous factors,
many of which are outside of our control. These factors include,
among other things, introductions of or enhancements to trade
execution services by us or our competitors; the value of our securities
positions and our ability to manage the risks attendant thereto; the
volume of our market-making activities; the dollar value of securities
traded; the composition of our order flow; volatility in the securities
markets; our market share with [nstitutional and broker-dealer clients;
the performance and size of, and volatility in, our quantitative market-
making and program trading portfolios; the performance of our
international operations; our ability to manage personnel, overhead
and other expenses, including our accupancy expenses under our
office leases and expenses and charges relating to legal and regulatory
proceedings; the strength of our client relationships; changes in
payments for order flow and clearing, execution and regulatory
transaction costs; the level of assets under management and fund
returns, performance of the asset management investment strategies;
the addition or loss of executiveimanagement and asset management,
sales and trading and technology professionals; legislative, legal and
requlatory changes; legal and requlatory matters; geopolitical risk;

the amount and timing of capital expenditures, acquisitions and
divestitures; the integration, performance and operation of acquired
businesses; the incurrence of costs associated with acquisitions and
dispositions; investor sentiment; technological changes and events;
seasonality; competition; and market and economic conditions. Such
factors may also have an impact on our ability to achieve our strategic
objectives, including, without limitation, increases in our market share,
growth and profitability in our Global Markets segment and increases
in our fund returns and assets under management in our Asset
Management segment. If demand for our services declines in either
of our two operating business segments due to any of the above
factors, and we are unable to adjust our cost structure on a timely
basis, our operating results could be materially and adversely affected.
As a result of the foregoing factors, period-to-period comparisons

of our revenues and operating results are not necessarily meaningful
and such comparisons cannot be relied upon as indicators of future
performance. There also can be no assurance that we will be able to
continue or be able to return to the rates of revenue growth that we
have experienced in the past or that we will be able to improve our
operating results.

Trends

Global Economic Trends

Our businesses are affected by conditions in the global financial
markets and worldwide economic conditions. The global financial
market environment was generally favorable during the first half of
2007. These favorable conditions resulted from a number of factors
including strong equity markets, continued strong gross domestic
product in most major economies, tightening credit spreads, minimal
interest rate actions by major central banks and active trading volumes.

During the second half of 2007, there was significant and broad-
based illiquidity in the residential real estate and credit markets.
Concerns about the impact of subprime loans caused the subprime-
related and broader credit markets to deteriorate considerably over
the course of the third and fourth quarters of 2007, with increased
volatility, significant spread widening and lower levels of liquidity and
price transparency for certain products.

In addition, during the second half of 2007, risk aversion escalated
following rating agency downgrades of certain credit products which,
in part, Yed to many market participants re-pricing assets and taking
large writedowns.

Trends Affecting Our Company

We believe that our businesses are affected by the aforementioned
global economic trends. Some of the specific trends that impact our
operations, financial condition and results of operations are:

« Broker-dealer clients continue to focus on statistics measuring the
quality of equity executions {including speed of execution and price
improvermnent). In an effort to improve the quality of their executions
as well as increase efficiencies, market-makers have increased the level
of automation within their operations, Over the past several years, the
greater focus on execution quality has resulted in greater competition
in the marketplace, which, along with market structure changes

and market conditions, has negatively impacted the revenue capture
metrics of the Company and other market-making firms.

» Retail equity transaction volures executed by broker-dealers have
fluctuated over the past few years due to retail investor sentiment,
market conditions and a variety of other factors. Retail equity
transaction volumes may not be sustainable and are not predictable.

= There has been consolidation among market centers over the past
several years, and several regional exchanges have entered into joint
ventures with broker-dealers to create their own alternative trad-
ing systems {i.e., ECNs) and compete within the OTC and listed
trading venues. In addition, many broker-dealers are offering their
own internal crossing networks creating further fragmentation in
the marketplace.

« Market structure changes, competition and market conditions have
triggered an industry shift toward market-makers charging explicit
commissions or commission equivalents to institutional clients for
executions in OTC securities. For the majority of our institutional
client orders, we charge explicit fees in the form of commissions or
commission equivalents. Institutional commission rates have fallen in
the past few years due to competitive forces and increased electronic
trading, and may continue to fall in the future.

« Due to regulatory scrutiny over the past several years relating to
equity sell-side research and the continued focus by investars on
execution quality and overall transaction costs, more institutional
clients allocate commissions to broker-dealers based on the quality of
executions. In the past, institutional equity commissions were primarily
allocated to broker-dealers in exchange for either research or soft
dotlar and commission recapture programs.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

« There has been continued scrutiny of market-makers, specialists,
hedge funds and soit dollar practices by the regulatory and legislative
adJthorities. New legislation or modifications to existing regulations
and rules could occur in the future and could materially impact the
Company’s revenues and profitability. For example, FINRA proposed
rules regarding the OTC Bulletin Board markets which would require
that all non-NASDAQ securities be subject to limit order protection.

= There continues to be growth in equity electronic trading, as
evidenced by increased volumes in direct market access platforms,

a gorithmic and program trading, and ECNs and dark liquidity peols.
In addition, electronic trading continues to expand to other asset

¢ asses, including options, currencies and fixed income. The expansion
of electronic trading may result in the growth of innovative electronic
products and competition for order flow.

* There has been a proliferation of alternative investment entities,
which has had the effect of materially increasing competition for
investor assets.

“lcome Statement Items

The following section briefly describes the key components of, and
drivers to, our significant revenues and expenses.

Revenues

Cur revenues consist principally of Commissions and fees and Net
trading revenue from Global Markets and Asset management fees
from Asset Management.

Revenues on transactions for which we charge explicit commissions
or commission equivalents, which include the majority of our
institutional client orders, are included within Commissions and fees.
Commissions and fees are primarily affected by changes in our equity
transaction volumes with institutional clients, changes in commission
rites, the growth of Direct Trading, Hotspot and Knight BondPoint
and the growth of our soft dollar and commission recapture activity,

Trading profits and Josses on principal transactions are included within
Net trading revenue. These revenues are primarily affected by changes
in the amount and mix of U.5. equity trade and share volumes, our
revenue capture, dollar value of equities traded, our ability to derive
trading gains by taking proprietary positions, changes in our execution
s:andards, developing and enhancing our quantitative models, velatility
in the marketplace, our mix of sell- and buy-side clients, and regulatory
changes and evolving industry customs and practices.

Asset management fees represent fees earned by Deephaven for
sponsoring and managing the Deephaven Funds as well as fees
earned from separately managed accounts. These fees consist of
management fees, calculated as fixed percentages of assets under
management, and incentive allocation fees, generally calculated as a
percentage of the funds’ and managed accounts” year-to-date prefits,
if any. Incentive allocation fees may be negative in certain interim
periods if the funds or managed accounts lose money for such period;
however, such fees will not be negative on a year-to-date basis.

The Company earns interest income from our cash held at banks and
cash held in trading accounts at clearing brokers. The Company’s
clearing agreements call for payment or receipt of interest income,
net of transaction-related interest charged by clearing brokers for
facilitating the settiement and financing of securities transactions.
Net interest is primarily affected by interest rates, the level of cash
balances held at banks and clearing brokers and our level of securities
positions in which we are fong compared to our securities positions in
which we are short,

Investment income and other primarily represents income earned, net
of losses, related te our corporate investrment as a limited partner or
non-managing member in the Deephaven Funds and our strategic
investments. Such incomne is primarily affected by the level of our
corporate investments in our Deephaven Funds and rates of return
earned by the Deephaven Funds as well as the performance and
activity of our strategic investments. Also included in Investment
income and other, net is a realized gain from the Company's sale

of a portion of its ownership in Direct Edge.

Transaction-based expenses

Transaction-based expenses include transaction-based variable expenses
directly incurred in conjunction with generating Net trading revenue
and Commissions and fees and consist of Execution and clearance
fees, Soft dallar and commission recapture expense, and Payments
for order flow and ECN rebates.

Execution and clearance fees primarily represent clearance fees paid

"to clearing brokers for equities transactions, transaction fees paid to

NASDAQ and other exchanges and regulatory bodies, and execution
fees paid to third parties, primarily for executing trades on the NYSE
and other exchanges, and for executing orders through third party
ECNs. Execution and clearance fees primarily fluctuate based on
changes in equity trade and share volume, clearance fees charged
by clearing brokers and fees paid to ECNs, exchanges and certain
regulatory bodies.

Soft dollar and commission recapture expense represent payments
to institutions in connection with our soft dollar and commission
recapture programs. Soft dollar and commission recapture expense
fluctuates based on U.S. equity share volume executed on behalf
of institutions.

Payments for order flow and ECN rebates represent payments to
broker-dealer clients, in the normal course of business, for directing
t0 us their order flow in U.S. equities and rebates for providing
liquidity to Direct Edge ECN, which was included as a consolidated
subsidiary in the Consolidated Statements of Operations for all
periods presented until September 28, 2007 (the “Deconsolidation
Date”). Payments for order flow and ECN rebates fluctuate as we
modify our rates and as our percentage of clients whose policy is not
to accept payments for order flow varies. Payments for order flow and
ECN rebates also fluctuate based on U.S. equity share volume, our
profitability and the mix of market orders and limit orders.
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Other direct expenses
Other direct expenses primarily consist of Employee compensation
and benefits, Communications and data processing, Professional fees,

Depreciation and amortization and Occupancy and equipment rentals.

Employee compensation and benefits expense, our largest expense,
primarily consists of salaries and'wages paid to all employees and
profitability-based compensation, which includes compensation
paid to sales personnel and inceptive compensatian paid to all other
employees based on our profitahility. Compensation for employees
engaged in sales activities is determined primarily based on a

Results of Operations

percentage of their gross revenues net of certain transaction-based
expensas. The majority of compensation in Asset Management is
determined by formulas based upen the profitability of the Asset
Management segment, subject to certain minimum guaranteed
payments. Employee compensation and benefits expense fluctuates,
for the most part, based on changes in our revenues, profitability and
the number of employees.

Communications and data processing expense primarily consists of
costs for obtaining market data, telecommunications services and
systems maintenance.

The following table sets farth the consclidated statements of operations data as a percentage of total revenues:

For the years ended December 31, 2007 2006 2005
Revenues
Commissions and fees 49.4% 42.9% 46.7%
Net trading revenue 31.6% 25.5% 26.1%
Asset management fees 12.9% 22.4% 14.1%
interest, net 15% 1.7% 1.4%
Non-operating gain fram subsidiary stack issuance 1.0% 0.0% 0.0%
Investment income and cther, net 32% 7.6% 11.7%
Total revenues 100.0% 100.0% 100.0%
Transaction-based expenses
Execution and clearance fees 13.3% 11.2% 15.7%
Soft dollar and commission recapture expense 6.8% 7.4% 10.1%
Payments for order flow and ECN rebates 6.0% 4.4% 33%
Totel transaction-based expenses 26.1% 23.0% 29.1%
Revenues, net of transaction-based expenses 73.9% 77.0% 70.9%
Other direct expenses
Employee compensation and benefits 38.3% 36.8% 36.1%
Communications and data processing 4.1% 3.5% 51%
Depreciation and amortization 2.4% 2.2% 26%
Professional fees 2.1% 2.2% 31%
Business development 1.8% 1.5% 1.0%
Occupancy and equipment rentals 1.6% 1.4% 21%
Writedown of assets and lease loss accrual (0.3)% 0.9% 1.6%
Regulatory charges and related matters 0.0% 0.0% 09%
Other 1.7% 1.8% 1.8%
Total other direct expenses 51.7% 50.2% 54.4%
Income from continuing cperations before income taxes 22.2% 26.8% 16.6%
income tax expense 8.6% 10.3% 6.1%
Income from continuing cperations 13.7% 16.6% 10.5%
{Loss) income from discontinued operations, net of tax (0.2)% 0.0% 0.0%
Net income 13.5% 16.6% 10.5%

Percentages may not add due to roLinding,
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F'ears Ended December 31, 2007 and 2006

Revenues
Asset Management
% of

For the years ended December 31, ‘ 2007 2006 Change Change
Ir centive allocation fees {millions) $ 724 § 1784 $(105.9) (59.4)%
fanagement fees (millions) 443 355 88 24.9%
Ir terest income and other {millions) 1.4 1.0 0.5 48.5%

Total Revenues from Asset Management {millions) $ 1182 § 2149 $ (96.6) (45.0)%
Average month-end balance of assets under management (millions) $4,087.8 $3,420.4 $667.4 19.5%
Annual fund return to investors* 6.8% 22.8% (16.0)% (70.3)%

*a&nnual fund return represents the blended annual return across all assets under management.

Totals may nat add due to rounding.

Total revenues from the Asset Management segment, which primarity
consists of management fees and incentive allocation fees, decreased
45.0% to $118.2 million in 2007, from $214.9 million in 2006.

T1e decrease is primarily due to lower incentive allocation fees as

a result of decreased fund returns offset, in part, by an increase in
management fees due to higher average assets under management.
T1e average month-end balance of assets under management

ir creased to $4.1 billion in 2007, from $3.4 billion in 2006. The

b ended annual fund return across all assets under management for
2207 was a gain of 6.8%, down from a gain of 22.8% in 2006. The
returns for 2007 were affected by the macro-economic environment,
particularly in the second half of the year, which resulted in limited
pofit opportunities for the various investment strategies,

Global Markets

The results of our Global Markets segment for the year ended
December 31, 2007 include the full year results of KEM, KCM,

Direct Trading, Hotspot, Knight BondPoint and KEMIL. The results

of Direct Edge ECN are consalidated through the Deconsclidation
Date and are recorded under the eguity method within the Corporate
segment subseguent to the Deconsclidation Date.

The results of our Global Markets segment for the year ended
December 31, 2006 include the full year resufts of KEM, KCM,
Direct Trading, KEMIL and Direct Edge ECN. Hotspot was acquired

in April 2006 and Knight BongPoint in October 2006. The results of
Hotspot and Knight BondPoint are consolidated from their respective
acquisition dates for the year ended December 31, 2006.

% of

Fcr the years ended December 31, 2007 2006 Change Change
Commissions and fees (millions) § 4475 $ 4104 $ 371 9.0%
Nt trading revenue (millions) 286.2 2438 424 17.4%
Interest, net (millions) 14.5 12.2 24 19.4%
investment incame and other, net {millions} 3.2 8.4 (5.2) (62.1Y%
Total Revenues from Global Markets (millions) $ 7514 $ 6748 $ 767 11.4%
U S equity dollar value traded (3 billions} 3,1786 2,033.6 1,145.1 56.3%
U S. equity trades executed (millions) 3329 2255 107.4 47 6%
Nasdag and Listed equity shares traded {billions) 113.6 94.3 19.3 20.4%
OTC Bulletin Board and Pink Sheet shares traded {billions) 8218 1,063.1 (241.3) (22.1%
Average revenue capture per U.S. equity dollar value traded {bps) 16 2.1 {0.5) (25.2)%
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Total revenues from the Global Markets segment, which primarily
comprises Commissions and fees and Net trading revenue from our
domestic businesses, increased 11.4% to $751.4 million in 2007,
from $674.8 million in 2006, Revenues in 2007 were positively
impacted by higher dollar value traded, greater trade volumes and
improved results from electronic quantitative trading efforts, offset
in part by a decrease in revenue capture per U.S. equity dollar value
traded and lower share volume in OTC Bulletin Board and Pink Sheet
shares. Revenues were also positively impacted by the growth of
Direct Edge ECN through the Deconsolidation Date as well as
Hotspot and Knight BondPoint.

Average revenue capture per U.S. equity dollar value traded was
1.6 basis points ("bps”) in 2007, down from 2.1 bps in 2006. The
primary driver for the decrease in revenue capture was a change in

the mix of our order flow due to a significant increase in volumes
from a new broker-dealer client base as well as a decrease in the
QTC Bulletin Board and Pink Sheet shares traded. Average revenue
capture per U.S. equity dollar value traded is calculated as the total
of net domestic trading revenues plus U.S. institutional commissions
and commission equivalents (inctuded in Commissions and fees),
less certain transaction-related regulatory fees {included in Execution
and clearance fees), {collectively "Core Equity Revenues™) divided by
the total dolar value of the related equity transactions. Core Equity
Revenues were $500.8 million and $434.6 million in 2007 and 2006,
respectively. Core Equity Revenues do not include revenues from
KEMIL's European institutional business, Donaldson, Direct Trading,
Direct Edge ECN, Hotspot and Knight BondPoint.

Corporate
% of
For the years ended December 31, 2007 2006 Change Change
Total Revenues from Corporate {millions) § 35.7 $ 666 $(31.0) (46.5)%
Average month-end corporate investment balance
in the Deephaven Funds (millions) $196.5 $230.2 $(33.6) (14.6)%

Total revenues from the Corporate segment, which primarily
represents income from our corporate investments as a limited
partner or non-managing member in the Deephaven Funds and
other strategic investments, decreased 46.5% to $35.7 million, from
$66.6 million in 2006. Income from our corporate investments in the
Deephaven Funds decreased to $17.8 million in 2007, down from
$34.2 million in 2006. This decrease was due to lower returns on a
decreased average monthly investment balance. Included in 2007 is
a non-operating pre-tax gain of $8.8 million related to the issuance
of equity interests in Direct Edge and a realized gain of $4.2 million

from the Company’s sale of a portion of its ownership in Direct Edge,

while included in 2006 is a pre-tax gain of $30.1 million related to
the sale of part of the Company’s equity investment in the ISE.

Transaction-based expenses

Execution and clearance fees increased 12.5% to $120.3 million

in 2007 from $106.9 million in 2006, primarily due to higher trade
volumes and increased business at Direct Edge ECN offset in part, by
lower clearing rates and more éfficient trading. As a percentage of
total revenue, Execution and clearance fees increased to 13.3% in
2007, from 11.2% in 2006. These costs increased as a percentage
of revenue primarily due to the decrease in revenues from Asset
Management, which have no associated execution and clearance
fees. Execution and clearance fees fluctuate based on changes in
transaction volumes, regulatory fees and efficiencies in processing
the transactions. Soft dollar and commission recapture expense
decreased 13.0% to $61.4 million in 2007, from $70.5 million in
2006, due to lower soft dollar volumes.

payments for order flow and ECN rebates increased 29.3% to

$54.6 million in 2007 from $42.2 million in 2006. As a percentage

of total revenue, Payments for order flow and ECN rebates increased
t0 6.0% in 2007 from 4.4% in 2006. This expense increased primarily
due to increased profitability-based rebates paid to broker-dealer
clients and increased third party volumes within Direct Edge ECN.

Other direct expenses

Employee compensation and benefits expense decreased 1.7% to
$346.5 million in 2007 from $352.4 millien in 2006. As a percentage
of total revenue, Employee compensation and benefits increased 1o
38.3% in 2007 from 36.8% in 2006. The decrease on a dollar basis
was primarily due to lower profitability-based bonuses at Deephaven,
offset by an increase in the number of employees. The number

of full time employees in our cantinuing operations increased to

868 employees at December 31, 2007, from 844 employees at
December 31, 2006, primarily related to expansion of our Asset
Management and Global Markets offerings in 2007, offset in part

by the reduction due to the deconsolidation of Direct Edge ECN.

Communications and data processing expense increased 11.6%
to $37.0 million in 2007 from $33.1 million in 2006. Depreciation
and amortization expense increased 6.9% to $22.1 million from
$20.6 million in 2006, due to the purchase of additional fixed
assets and additional expense related to the amortization of
intangible assets in connection with our acquisitions of Hotspot
and Knight BondPoint.
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Frofessional fees decreased 5.9% to $19.4 million, from $20.6 million
in 2006. The decrease in 2007 was primarity due 1o decreases in
legal expenses, which fluctuate based on the activity relating to
various legal and regulatory proceedings offset, in part, by higher
consulting expenses.

Business development expense increased 11.5% 10 $16.0 million in
2007 from $14.3 million in 2006. The primary reason for the increase
wias higher expenses related to the corporate brand campaign,
marketing and travel and entertainment costs.

Cccupancy and equipment rentals expense increased to $14.1 million
in 2007 from $13.5 million in 2006.

Ir 2007, the Company recorded a benefit of $2.5 million primarily
due to the adjustment of previously recognized lease losses with
respect 10 our 545 Washington Boulevard property in Jersey City, N.J.
During 2007, the Company entered into two sub-lease agreements

\jaars Ended December 31, 2006 and 2005

for a portion ¢f the premises for which it had previously recorded

a lease Yoss atcrual. The lease loss accrual was adjusted based on

the difference between the actual terms of the sub-leases and the
assumptions previously used in the calculation of the lease loss
accrual. In 2006, the Company incurred a charge of $8.5 million in
writedowns of assets and lease loss accruals primarily relating to costs
associaied with excess real estate capacity in Jersey City, N.J.

Other expenses decreased to $15.4 million in 2007 from $17.1 mil-
lion in 2006, Other expenses in 2006 include a short swing profit
settlement of approximately $2.8 million relating to trading by two
Deephaven funds in the shares of a company while the funds owned
in aggregate more than 10% of the outstanding shares of the stock
of that company.

Our effective tax rate for 2007 from continuing operations of 39%
differed from the federal statutory rate of 35% primarily due to state
income taxes and non-deductible charges.

Ravenues
Asset Management
% of

Far the years ended December 33, 2006 2005 Change Change
In-entive allocation tees {millions) $ 1784 3 544 $124.0 227.7%
Management fees {millions) 155 348 0.7 2.0%
In-erest income and other {millions) 1.0 0.5 0.4 81.2%

Total Revenues from Asset Management (millions) 3 2149 } 8938 $125.1 139.3%
Ay erage month-end balance of assets under management {millions) $3,4204 $3,291.1 $129.3 39%
Annual fund return to investors* 22.8% 7.2% 15.6% 218.4%

* £innual fund return represents the blended annual return across all assets under management.

Total revenues from the Asset Management segment, which primarily
consists of management fees and incentive allocation fees, increased
129.3% to $214.9 million in 2006, from $89.8 million in 2005. The
increase is primarily due to higher incentive altocation fees as a result
of increased fund returns and higher assets under management. The

average month-end balance of assets under management increased
to $3.4 billion in 2006, from $3.3 billion in 2005. The blended annual
fund return across all assets under management for 2006 was a gain
of 22.8%, up from a gain of 7.2% in 2005.

Knight Capital Group, Inc. > 42 < 2067 Annual Report




MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Global Markets

The results of our Global Markets segment for the year ended
December 31, 2006 include the full year results of KEM, KCM,
Direct Trading, KEMIL and Direct Edge ECN. Hotspot was acquired

in April 2006 and Knight BondPaint in October 2006, The results of
Hotspot and Knight BondPoint are consolidated from their respective
acquisition dates for the year ended December 31, 2006.

The results of our Global Markets segment for the year ended
December 31, 2005 include the full year results of KEM, KCM, and
KEMIL. Direct Trading was acquired in June 2005 and Direct Edge ECN
in Qctober 2005. The results of Direct Trading and Direct Edge ECN
are consolidated from their respective acquisition dates for the year
ended December 31, 2005.

% of

For the years ended December 31, 2006 2005 Change Change
Commissions and fees {millicns) 3 4104 $ 2964 $114.0 38.4%
Net trading revenue {millions) 243.8 165.6 781 47.2%
Interest, net {millions} 12.2 6.6 5.5 83.6%
Investment income and other, net (millions) 84 2.2 6.2 283.2%
Total Revenues from Global Markets (millions) $ 6748 $ 4709 $2039 43.3%
.S equity dollar value traded (3 billicns) 2,0336 1,882.2 151.4 8.0%
U.S. equity trades executed (miliions) 2255 2041 21.4 10.5%
Nasdaq and Listed equity shares traded (billions) 94.3 106.3 (12.0 (11.3)%
OTC Bulletin Board and Pink Sheet shares traded (billions) 1,063.1 718.8 3443 47.9%
Average revenue capture per U.S. eqlity dollar value traded (bps) 2.1 1.8 04 21.6%

Total revenues from the Global Markets segment, which primarily
comprises Commissions and feeg and Net trading revenue from our
domestic businesses, increased 43.3% to $674.8 million in 2006,
from $470.9 million in 2005, Ravenues in 2006 were positively
impacted by improved market conditions, higher dollar volumes,

an increase in revenue capture per U.S. equity dollar value traded,
the expansion of our electronic trading effort and the automation

of executions of most of our broker-dealer order flow. Revenues in
2006 were also positively impacted by the addition of Direct Trading,
Direct Edge ECN, Hotspot and Knight BondPoint. Revenues were also
positively impacted by new fees charged to dients in connection with
certain transaction-based regulatory costs incurred by the Company.

These fees increased Commissions and fees by $19.2 million in
2006. Approximately $9.4 million of these fees are related to client
transaction activity in 2006 while the remaining $9.8 million related
to client transaction activity in 2005 and prior years.

Average revenue capture per U.S. equity dollar value traded was
2.1 bps in 2006, up from 1.8 bps in 2005, Core Equity Revenues
were $434.6 million and $330.4 million in 2006 and 2005,
respectively, Core Equity Revenues do not include revenues from
KEMILs Eurcpean institutional business, Donaldson, Direct Trading,
Direct Edge ECN, Hotspot and Knight BondPoint.

Corporate
% of
For the years ended December 31, 2006 2005 Change Change
Total Revenues from Corporate (millicns) $ 666 $ 74.2 $ (7.5 (10.1)%
Average month-end corporate invesiment balance
in the Deephaven Funds {millions} $230.2 $272.6 $(42.5) (15.6)%

Total revenues from the Corporate segment, which primarily represents
income from our corporate investments in the Deephaven Funds and
other strategic investments, decyeased 10.1% to $66.6 million, from
$74.2 million in 2005. Included in 2006 is a pre-tax gain of $30.1 mil-
lion related to the sale of the refnaining portion of the Company’s
equity investment in the SE. In 2005, the Company sold 70% of its
ariginal equity ownership of the ISE and its entire NASDAQ equity

investment, which resulted in pre-tax gains of $34.2 million and
$21.7 million, respectively. Income from our corporate investments
in the Deephaven Funds rose 109.4% to $34.2 million in 2006
from $16.3 million in 2005. This increase was due to a higher
average return on investment, offset in part by a lower average
investment balance.
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“ransaction-based expenses

Execution and clearance fees increased 7.5% to $106.9 million in
20086, from $99.4 million in 2005. As a percentage of total revenue,
Execution and clearance fees decreased to 11.2% in 2006, from
"5.7% in 2005. Execution and clearance fees fluctuate based on
changes in transaction volumes, regulatory fees and efficiencies in
processing the transactions. Soft dellar and commission recapture
expense increased 10.4% to $70.5 million in 2006, from $&3.9 mil-
l.on in 2005, primarily due to the inclusion of a full year's results from
Direct Trading in 2006.

Fayments for arder flow and ECN rebates increased to $42.2 million in
2006, from $21.2 million in 2005. As a percentage of total revenue,
Fayments for order flow and ECN rebates increased to 4.4% in 2006,
from 3.3% in 2005. This expense increased primarily due to increased
profitability-based rebates paid to broker-dealers and the full year
inclusion of, and higher volumes within, Direct Edge ECN.

Other direct expenses

Employee compensation and benefits expense increased 53.6%

13 $352 .4 million in 2006, from $229.5 million in 2005. The

increase was primarily due to stronger overall results, which led

t2 higher profitability-based compensation, as well as additionat
compensation related to Direct Trading, Direct Edge ECN, Hotspot
and Knight BondPoint. As a percentage of totaf revenue, Employee
compensation and benefits increased shightly to 36.8% in 2006 from
36.19% in 2005. The number of full time employees in our continuing
cperations increased to 844 employees at December 31, 2006,

from 720 employees at December 31, 2005, primarily due to the
acquisitions of Hotspot and Knight BondPoint.

Communications and data processing expense increased 1.9% to
$33.1 million in 2006, from $32.5 million in 2005, due to technology
casts incurred relating to our new businesses within Global Markets
segment in 2005 and 2006. Depreciation and amortization expense
increased 26.2% 10 $20.6 million in 2006, from $16.4 million in
2005, due to the purchase or acquisition of fixed assets and the
amortization of intangible assets in connection with our acquisitions.

P-ofessional fees increased 5.2% to $20.6 million in 2006, from
$19.6 million in 2005. The increase in 2006 was primarily due
to increases in legal expenses, which fluctuate based con the
activity relating to various legal and regulatory proceedings,
a1d consulting expenses.

B siness development expense increased to $14.3 million in 2008,
compared to $6.4 million in 2005. The primary reason for the increase
was higher expenses related to the corporate brand campaign,
marketing and travel and entertainment costs.

Occupancy and equipment rentals expense decreased slightly to
$13.5 million in 2006, from $13.6 million in 2005.

Other expenses increased to $17.1 million in 2006, compared to
$11.5 miltion in 2005. Other expenses in 2006 include a short swing
profit settfement of approximately $2.8 million relating to trading by
two Deephaven funds in the shares of a company while the funds
owned in aggregate more than 10% of the outstanding shares of
the stock of that company. Additionally, employee recruitment costs
increased to $3.4 million in 2006, compared to $1.5 million in 2005,

During 2006, the Company incurred charges of $8.5 miliion in
writedowns of assels and lease loss accruals primarily relating to costs
associated with excess real estate capacity in Jersey City, N.J. During
2005, the Company incurred charges of $15.8 miliion, consisting of
$10.1 million of writedowns of assets and lease loss accruals primarily
related to the costs associated with excess real estate capacity in

our Jersey City, N.J. facilities, and $5.7 million related to charges for
regulatory and related matters,

Our effective tax rate for 2006 from continuing operations of 38%
differed from the federal statutory rate of 35% primarily due to state
income taxes and non-deductible charges.

Financial Condition, Liquidity and Capital Resources

Financial Condition

We have historically maintained a highly liquid balance sheet, with
a substantial portion of our total assets consisting of cash, highly
liquid marketable securities, short term receivables and corporate
investments as a limited partner or non-managing member in our
Deephaven Funds. As of December 31, 2007, we had $1.8 biflion
in assets, 64% of which consisted of cash or assets readily
convertible into cash, principally receivables from brokers and
dealers, asset management fees receivable and securities owned.
Asset management fees receivable includes incentive allocation

fees and management fees earned for sponscring and managing
the Deephaven Funds. In December 2007, due to the negative
perfarmance of certain Deephaven funds in the second half of 2007,
we repaid approximately $19.0 million in incentive allocation fees
previously collected from investors. Receivable from Deephaven
sponsored funds represents a redemption of a portion of our
corporate investment in the Deephaven Funds that was effective
Dacember 31, 2007 but had not been received until January 2008.
Receivables fram brokers and dealers include interest bearing cash
balances held with clearing brokers, including, or net of, amounts
related to securities transactions that have not yet reached their
contracted settlement date, which is generally within three business
days of the trade date. Securities owned principally consist of equity
securities that trade in NASDAQ, on the OTC Bulletin Board and on
the NYSE and AMEX markets.

Deferred compensation investments consists of investrments held by
the Company, including investments as a limited partner or non-
managing member in the Deephaven Funds, related to deferred
compensation plans for the benefit of Knight's employees and
directors. Other assets primarily represent deferred tax assets,
deposits and miscellaneous receivables.
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Total assets decreased $272.4 million, or 13.4%, from $2.0 billion

at December 31, 2006 to $1.8 hillion at December 31, 2007. Total
liabilities decreased $195.3 mitlion, or 18.3%, from $1.1 billion at
December 31, 2006 to $870.4 million at December 31, 2007. The
majority of the decrease in assets and liabilities relate to decreases in
Securities owned and Securities sold, not yet purchased arising from
a decrease in the size of the securities inventory utilized in our market
making activities and trade execdtion services. Qur securities inventary
fluctuates based on trading volurnes, market conditions and our
pre-determined risk limits. Investment in Deephaven sponsored funds
decreased $103.8 million, from $187.6 million at December 31, 2006
to $83.7 million primarily due to $120.0 million in redemptions, of
which $85.0 million was recorded as a Receivable from Deephaven
sponsored funds as of December 31, 2007. Deferred compensation
investments increased by $53.9 rmillion, from $31.6 million at
December 31, 2006 to $85.5 million at December 31, 2007 due

to additional investments for the benefit of Knight's employees
primarily related to prior year bonuses. Other assets increased by
$45.2 million, or 53.3%, from $84.8 million at December 31, 2006
to $130.0 million at December 31, 2007 due to an increase in
deferred tax assets, primarily related to our employee and

director deferred compensation plans.

Long term debt of $70.0 million at Decemnber 31, 2007 represented
the draw down of a portion of our $140.0 million credit facility.
Stockholders’ equity decreased by $77.1 million, from $962.5 million
at December 31, 2006 to $885.4 million at December 31, 2007.

The decrease in Stockholders’ equity from December 31, 2006 was
a result of our stock repurchases during 2007, offset by net income
earned in 2007.

Liquidity and Capital Resources

Historically, we have financed our husiness primarily through cash
generated by operations, as well as the proceeds from our stock
issuances and, in 2004, from the proceeds of the sale of our
Derivative Markets segment andi in 2007, from the proceeds from
our borrowing under the credit facility. At December 31, 2007, the
Company had net current assets, which consists of net assets readily
convertible into cash, of approximately $259.7 million. Additionally,
our corporate investment as a limited partner or non-managing
member in the Deephaven Funds was $83.7 million at December 31,
2007. The majority of this investment can be liquidated upon request
to Deephaven subject to a 90-day written notification period and
monthly redemption limits.

The Company has previously disclosed its intent to pursue seleclive
acquisitions of (or possible joint ventures with) complementary
businesses primarily in the markets in which our Global Markets

and Asset Management segments operate. We expect to fund the
purchase price of any such acquisition with our current cash position,
proceeds from credit facilities or, in some cases, through the issuance
of the Company’s stock or debt.

We have acquired several businesses over the last two years. Several
of these acquisitions provided for contingent payments. The acquisition
of the business of Direct Trading contained a final contingent cash
payment of $10.4 million, paid in the third quarter of 2007, based on
the profitability of that business during the second year of operation
after acquisition. In April 2006, the Company acquired Hotspot for
$77.5 million in cash. In October 2006, the Company acquired Knight
BondPoint for $18.2 million in cash. No assurance can be given with
respect to the business effect of these transactions or the timing,
likelihood or business effect of any other possible transactions. On
January 14, 2008, the Company completed the acquisition of EdgeTrade
Inc. for $59.5 million comprising $29.5 million in cash and approxi-
mately 2.3 million shares of unregistered Knight common stock.

Income from cantinuing operations before income taxes was

$201.2 million, $256.5 million and $105.2 million for 2007, 2006
and 2005, respectively. Included in these amounts were certain
non-cash expenses such as depreciation, amortization and certain
non-cash writedowns, and in 2007, a non-cash gain from subsidiary
stock issuance. Stock-based compensation was $31.0 million,

£20.8 million and $13.4 miflion during 2007, 2006 and 2005,
respectively. Depreciation expense from continuing operations was
$16.3 million, $15.8 million, and $14.6 million in 2007, 2006 and
2005, respectively, Amortization expense from continuing operations,
which related to intangible assets associated with our acquisitions,
was $5.7 million, $4.8 million and $1.8 million during 2007, 2006
and 2005, respectively. Non-cash gains and (writedowns) from
continuing operations were $8.8 million, ($200,000) and ($800,000)
during 2007, 2006 and 2005, respectively, primarily related to & non-
operating gain from subsidiary stock issuance in 2007 and costs
assodiated with fixed assets no longer actively being used and
impaired strategic investments.

Capital expenditures related to our continuing operations were

$15.1 million, $13.0 million and $25.7 million during 2007, 2006
and 2005, respectively. Purchases of strategic investments were
$10.4 million, $38.8 million and $3.7 million and proceeds from

sale of strategic investments were $5.5 million, $33.1 million and
$74.0 million during 2007, 2006 and 2005, respectively. During 2007,
we received proceeds of $12.7 million relating to the sale of a portion
of our interest in Direct Edge. Payments relating to acquisitions of
businesses were $10.4 million, $111.3 million and $45.1 million
during 2007, 2006 and 2005, respectively. Strategic investments and
acquisition expenditures primarily relate to outside investments and
acquisitions of businesses in support of the development and growth
of our business. Our corporate investment as a limited partner or
non-managing member in the Deephaven Funds decreased by
$103.8 million in 2007, primarily due to redemptions of $120.0 mil-
tion, offset by pasitive returns on our investments, and decreased by
$94.1 million in 2006.
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Atits July 17, 2007 meeting, the Board of Directors authorized a
$505.0 million increase to the Company’s stock repurchase program,
bringing the total to $1 billion. The Company repurchased 17.5 mil-
1 on shares for $259.2 million and 4.1 million shares for $71.0 million
under the stock repurchase program during 2007 and 2006, respec-
tively. Through December 31, 2007, the Company had repurchased
49.2 million shares for $626.2 million under its stock repurchase
prregram. The Company may repurchase shares from time to time

i1 open market transactions, accelerated stock buyback programs,
tender offers, privately negotiated transactions or by other means.
Fepurchases may also be made under a Rule 10b5-1 plan. The
timing and amount of repurchase transactions will be determined

by the Company’s management based on its evaluation of market
conditions, share price, legal requirements and other factors. The
program may be suspended, modified or discontinued at any time
without prior notice. The Company cautiens that there are no
assurances that any further repurchases may actually occur. The
Company had approximately 91.5 millien shares of Class A Cammon
Stock outstanding as of December 31, 2007.

Our U.S. registered broker-dealers are subject to regulatory require-
ments intended to ensure the general financial soundness and
liquidity of broker-dealers and requiring the maintenance of minimum
levels of net capital, as defined in SEC Rule 15¢3-1. These regulations
also prohibit a broker-dealer from repaying subordinated borrowings,
paying cash dividends, making loans to its parent, affiliates or
employees, or otherwise entering into transactions which would result
i a reduction of its total net capital to less than 120% of its required
minimum capital. Moreover, broker-dealers are required to notify the
SEC and FINRA prior to repaying subordinated borrowings, paying
dividends and making loans to its parent, affiliates or employees, or
otherwise entering into transactions, which, if executed, would result
in a reduction of 30% or more of its excess net capital (net capital
less minimum requirement}. The SEC has the ability to prohibit or
restrict such transactions if the result is detrimental to the financial
irtegrity of the broker-dealer. As of December 31, 2007, all of our
broker-dealers were in compliance with the applicable regulatory

nzt capital rules. The following table sets forth the net capital levels

and requirements for the following significant regulated broker-
dealer subsidiaries at December 31, 2007, as filed in their respective
regulatory filings (in millions):

Net Capital Excess
Entity Met Capital Requirement  Met Capital
KEM $89.4 $8.0 $81.4
KCM 78.5 1.2 773
Direct Trading 12.9 0.5 12.4

In addition, the Cornpany’s foreign registered broker-dealer is subject
to certain financial resource requirements of the FSA. The following
table sets forth the financial resource requirement at December 31,
2007 (in millions):

Excess

Financial Resource Financial

Entity Resources Requirement Resources
KEMIL $32.4 $17.0 $15.4

On October 9, 2007, the Company entered into a three-year

$140.0 million credit agreement (" Credit Agreement”) with a
consortium of banks led by JPMorgan Chase Bank, N.A. The Credit
Agreement includes a three-year delayed-draw senior secured term
loan facility of $70.0 million and a three-year senior secured revolving
facility of $70.0 million. The proceeds of the credit facilities may be
used to finance share repurchases by the Compary and for genera
corporate purposes. The Credit Agreement Is repayable in full on
October 3, 2010.

As of December 31, 2007, the Company borrowed $70.0 million
under the three-year delayed-draw senior secured term loan facility
but has not berrowed against the $70.0 million three-year senior
secured revolving facility.

We anticipate that available cash resources and credit facilities will
be sufficient to meet our anticipated working capital and capital
expenditure requirements for at least the next 12 months.

Contractual Obligations

In connection with its operating activities, the Company enters into
certain contractual obligations. The Company’s future cash payments
associated with its contractual obligations pursuant to its operating
leases and guaranteed employment contracts longer than one year as
of December 31, 2007 are summarized below (in millions):

Thereaiter through

Payments due in: 2008 2009-2010 2011-2012 October 31, 2021 Total
Oerating lease obligations'® 3114 $216 $22.4 3924 $147.9
Crher obligations'™ 28.0 154 - - 43.4
Tetal $39.4 $37.0 3224 §92.4 $191.2

™ See Footnote 20, “Commitments and Centingent Liabilities” to the Consolidated Financial Statements. Operating lease obligations have not been reduced by
sub-lease rentals of $7.1 million due in the future under noncancelable sub-leases.
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Off-Balance Sheet Arrangements
As of December 31, 2007, we did not have any off-balance sheet
arrangements, as defined in Itern 303(a){4)(i} of SEC Regulation 5-K.

Effects of Inflation

Because the majority of the Company's assets are liquid in nature,
they are not significantly affected by inflation. However, the rate

of inflation may affect the Company’s expenses, such as employee
compensation, office leasing costs and communications expenses,
which may not be readily recoverable in the prices of the services
offered by the Company. To the extent inflation results in rising
interest rates and has other adverse effects on the securities markets,
it may adversely affect the Company’s financial position and results
of operations.

Discontinued Operations

As of the close of business on December 9, 2004, the Company
sold substantially all of the assets and certain of the liabilities that
comprised the Derivative Markets business operated by Knight
Financial Products LLC and Knight Execution Partners LLC to
Citigroup, subject to an adjustment based on the final determination
of the book value of the Derivafive Markets business at the time the
deal closed. The result of this adjustment and other expenses related
to the sale resulted in income of $122,000, net of tax, during 2005.
The decision to sell the Derivative Markets segment was based on a
review of the overall options industry, the capital and risk reguired
to mairtain this business successfully and the business’ role in the
Company's long-term strategy. In 2007, we recorded a charge of
$1.4 million, net of tax, related to a regulatory matter involving the
Derivative Markets segment.

Subsequent Events

Acquisition of EdgeTrade Inc.

On January 14, 2008, we completed the acquisition of EdgeTrade
Inc. {"EdgeTrade”), a privately-held firm for $59.5 million comprising
$29.5 milliont in cash and approximately 2.3 million shares of
unregistered Knight common stock. EdgeTrade is a leading agency-
only trade execution and algorithmic software firm that allows buy-
and sell-side clients to more effectively source liquidity and manage
the trading process as well as maintain anonymity, reduce market
impact and lower transaction costs.

Exercise of Option by Deephaven Managers

In connection with entering into new long-term employment agree-
ments (the ”2006 Employment Agreements”) in December 2006,
three senior managers of Deephaven (the “Deephaven Managers”)
were granted an option (“the Option™) to obtain a 49% interestin a
new limited liability company (*Deephaven Holdings*) to which our
interests in Deephaven would be contributed. The Option became
exercisable after January 1, 2008 upon Deephaven having met certain
requirements regarding minimurn assets under management and
employee retention.

On January 10, 2008, Deephaven Managing Pariners, LLC
("Deephaven Partners™), an entity owned and controlled by the
Deephaven Managers, provided notice to the Company that it was
exercising the Option.

On February 1, 2008, after regulatory and contractual approvals
were received, the Company completed the transaction whereby
the Company contributed its interest in Deephaven to Deephaven
Holdings and Deephaven Partners acquired a 49% interest in
Deephaven Holdings in exchange for the termination of the
Deephaven Managers' 2006 Employment Agreements and associated
profit sharing bonuses and an equity contribution of $1 million

to Deephaven Holdings by Deephaven Partners {the *Deephaven
Transaction®). The Deephaven Transaction did not affect or result in
any change to Deephaven’s role as investment manager to the funds
it currently manages, or to the manner in which Deephaven carries
out its duties as investment manager to those funds.

As part of the Deephaven Transaction, the Company and Deephaven
Partners entered into a new Limited Liability Company Agreement
{the “New LLC Agreement”) for Deephaven Holdings. In addition, the
2006 Employment Agreements terminated and were replaced by new
long-term employment agreements between Deephaven Holdings
and each of the Deephaven Managers (the “New Employment
Agreements”). The New Employment Agreemenis do not include

the profit-sharing bonuses provided under the 2006 Employment
Agreements; however, the Deephaven Managers continue to be
entitled to participate in certain profit pools relating to specific
Deephaven funds. Following the Deephaven Transaction, pre-tax
earnings will be allocated between the Company and, through
Deephaven Partners, the Deephaven Managers in a similar manner

as under the 2006 Employment Agreements. Profit-sharing bonuses
under the 2006 Employment Agreements had been reported in
Employee compensation and benefits on our Consolidated Statements
of Operations. As a result of the Deephaven Transaction, beginning in
February 2008, profits or losses that are allocated to the Deephaven
Managers will instead be reported as Minority interest on our
Consolidated Statements of Operations and included as Minority
interest on our Consolidated Statements of Financial Condition.

Under the New LLC Agreement, we own 51% of the shares in
Deephaven Holdings, and Deephaven Partners owns 49% of the
shares. As previousiy disclosed by us in a Form 8-K filing dated
Decernber 22, 2006, and subsequent requlatory filings, in the event
of a change of control of the Company prior to December 31, 2012,
Deephaven Partners will have the opticn {the “Change of Contral
Option "} to increase its 49% interest by an additiona!l 2%. Upon
any exercise of the Change of Control Option, we will be obligated
to transfer ownership of 2% of the shares to Deephaven Partners.
We are entitled to appoint a majority of the Board of Managers of
Deephaven Holdings until such time as the Change of Control Option
is exercised, at which time Deephaven Partners will be entitled to
appoint a majority of the Board of Managers.
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Under the New LLC Agreement, certain corporate actions will require
approval of a “super-majority” of members of the Board of Managers,
including representatives of both Deephaven Partners and us. Neither
party is permitted to transfer any of its interests in Deephaven
Haldings to any unaffiliated third person without the consent of the
other party. Any sale of Deephaven Holdings requires either (x) the
consent of the holders of 75% of the shares or (y) if the aggregate
consideration is in excess of $450 million, the approval of only
Diephaven Partners {subject to a right of first refusal for the benefit
of the Company). Pursuant to the New LLC Agreement, proceeds
from any sale or liquidation of Deephaven or Deephaven Holdings
will be allocated among the Company and Deephaven Partners based
upon a formula that takes into account their capital accounts at the
tirne of such sale or liquidation and relative profit sharing percentages
over a defined period of time.

Closing of Deephaven Event Fund

On January 31, 2008, Deephaven announced that it has concluded
that it is in the best interests of investors in the Deephaven Event
Fund LLC and the Deephaven Event Fund Ltd. {colfectively, the "Event
Fund”) that the Event Fund return investors’ capital. As of January 1,
2008, Deephaven managed approximately $4.0 billion in assets, of
wiich approximately $781 million was invested in the Event Fund.

Tt e decision to return investors’ capital in the Event Fund occurred
afer a review by Deephaven of the Event Fund and the Event Fund’s
viability given the current macro-economic environment, performance
over the preceding nine months, declining investor interest in event-
drven investment strategies and significant levels of redemption
reqquests in the Event Fund. Substantive changes in macro-economic
circumstances in the U.5. have resulted in a reduction in the types of
op portunities that Deephaven would ordinarily pursue as components
of the Event Fund's core event-driven strategy and the conclusion that
thi Event Fund’s core investment strategy is unlikely to produce the
type of investment results Deephaven and its investors might expect
over the short and intermediate term. As a result, redemptions in

the Event Fund have been suspended with immediate effect, and
Deephaven will begin an orderly process to reduce trading positions
to cash and return investors’ capital as promptly as reasonably
practicable. Beginning February 1, 2008, and through the period of
time Deephaven is returning investors” capital, no management or
incentive allocation fee will be charged to investors in the Event Fund.

Cr tical Accounting Policies

Tha= preparation of financial statements in conformity with GAAP
reqjuires management to make estimates and assumptions. We believe
that, of our significant accounting policies, the following policies
involve a higher degree of judgment.

Lease Loss Accrual — ki is the Company's policy to identify excess
rezl estate capacity and where applicable, accrue against such future
costs. In determining the accrual, a nominal cash flow analysis is
peiformed for lease losses initiated prior to December 31, 2002,

the effective date of Statement of Financial Accounting Standards
{(“<FAS™) No. 146 Accounting for Costs Associated with Exit or
Disposal Activities, and costs related to the excess capacity are
accrued. For lease losses initiated after December 31, 2002, the
Company’s policy is to accrue future costs related to excess capacity
using a discounted cash flow analysis.

The Company incurred $8.0 million of Writedown of assets and

lease loss accruals in 2006, relating to the lease loss accrual on a
portion of our lease at 545 Washington Boulevard in Jersey City,

N.J., encompassing approximately 78,000 square feet, all of which
was unoccupied. tn 2007, we recorded a benefit of $2.5 million for
the adjustment of our lease loss accrual. During 2007, we entered
into two sub-lease agreements at our 545 Washington Boulevard
property in Jersey City, N.J. for a portion of the premises for which
we had previously recorded a lease loss accrual. The lease loss accrual
was adjusted based on the difference between the actual terms of
the sub-leases and the assumptions used in the calculation of the
lease loss accrual. The remaining accrual on the unoccupied space
was derived from assumptions and estimates based on lease terms

of an anticipated additional sub-lease agreement, which assumed a
sub-lease would commence in the beginning of 2009, anticipated
market. prices along the Jersey City waterfront and estimated up-front
costs, including broker fees and build-out allowances. We continually
monitor the market rates for office space and the amount of available
office space in Jersey City, N.J. to assess the reasonableness of our
applicable assumptions.

Impairment of Goodwill and Intangible Assets — The useful lives
of intangible assets are determined upon acquisition. Intangible assets
are amortized over their respective lives. Goodwill and the useful lives
of intangible assets are tested for impairment, at a minimum, annually
or when an event occurs or circumstances change that signifies the
existence of impairment.

Goodwill of $132.8 million as of December 31, 2007 is all related

to our Global Markets segment. Goodwill is primarily related to

the purchases of our listed equities market-maker, KCM and the
businesses now operating as Donaldson, Direct Trading, Hotspot and
Knight BondPoint. We performed our annual test for impairment of
goodwill in the second quarter of 2007 and determined that goodwill
was not impaired at that time. As part of our test for impairment,
we considered the profitability of the applicable reporting unit,

an assessment of fair value of the reporting unit based on various
valuation methodologies, as well as the overall market value of the
Company, compared to the Company’s book value. We believe there
was no impairment of the goodwill balance at December 31, 2007.

Intangible assets, less accumulated amortization, of $57.8 million

as of December 31, 2007 are all attributable to our Global Markets
segment, Substantially all intangible assets resulted from the
purchases of the businesses of Donaldsen, Direct Trading, Hotspot
and Knight BondPoint. These assets, which primarily consist of
customer relationships, are being amortized on a straight-line basis
over their useful lives, the majority of which have been determined
to range from eight to twenty four years. We performed our annual
test for impairment of intangible assets in the second quarter of 2007
and determined that intangible assets were not impaired at that
time. Amortizable intangibles are tested for recoverability whenever
events indicate that the carrying amounts may not be recoverable.
No events occurred in 2006 or 2007 that would indicate that the
carrying amounts of the Company’s amortizable intangibles may not
be recoverable.
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Strategic Investments and Deferred Compensation
Investments — Strategic investrments include noncontrolling
equity ownership interests in financial services-related businesses.
Peferred compensation investments consist of investments held
by the Company related to deférred compensation plans for the
benefit of Knight's employees and directors. Strategic investments
and Deferred compensation investments are accounted for under
the equity method, at cost or at fair value, The equity method

of accounting is used for investments in limited partnerships and
limited liability companies that are held by the Company or any of
its non-broker-dealer subsidiaries. Investments in corporations by
such non-broker-dealers are held at amortized cost. Deferred
compensation investments in mutual funds are accounted for

at fair value.

Strategic investments are reviewed on an ongoing basis to ensure that
the carrying values of the investments have not been impaired. If the
Company assesses that an impairment loss on a strategic investment
has occurred due to a decline in fair value or other market conditions,
the investment is written down to its estimated impaired value.

Market-Making Activities — Securities owned and securities

sold, not yet purchased, which primarily consist of listed and OTC
equities, are carried at market value and are recorded on a trade date
basis. Net trading revenue {trading gains, net of trading losses) and
commissions {which includes commission equivalents earned on
institutional client orders) and related expenses are also recorded on a
trade date basis. The Company’s clearing agreements calk for payment
or receipt of interest income, net of transaction-related interest
charged by clearing brokers for facilitating the settlement and
financing of securities transactions.

Dividend income relating to securities owned and dividend expense
relating to securities sold, not yet purchased, derived from our market
making activities are included as & component of Net trading revenue
on the Consolidated Statements of Operations.

Asset Management Fees — Deephaven earns asset management
fees for managing the Deephaven Funds. Management fees, which
are received monthly, are recorded as earned and are calculated as a
percentage of each Deephaven Fund’s monthly net assets.

Incentive allocation fees are earned based upon the performance of
the Deephaven Funds and are calculated based upon a percentage
of a new high net asset value, as defined in the applicable private
placement offering memorandum, for the six-month performance
period ended June 30 or December 31, for some funds, and for the
twelve-manth performance period ended December 31 for other
funds. A new high net asset value is defined as the amount by which
the net asset value of an investor's account in a particular Deephaven
fund exceeds the greater of either the investor's highest previous net
asset value in that Deephaven fuhd or the net asset value at the time
the investor made a purchase.

The Company records incentive allocation fees in accordance with
Method 2 of EITF Topic D-96. Under this methodology, the Company
recognizes incentive allocation fees income for each interim period
based upon the amount that would be due if the investment advisory
relationship with the Deephaven Funds were terminated at the end of
such period.

Incentive allocation fees may increase or decrease during the year
based on the performance of the Deephaven Funds. As such, the
incentive allocation fees, in certain circumstances, may be negative
for certain periods, but not lower than zero for any six-menth
performance period ended June 30 or December 31, for some funds,
or the twelve-month performance period ended December 31 for
other funds. Incentive allocation fees are paid upon the close of each
six-month performance pericd, or twelve-month performance period,
as the case may be, and are not subject to repayment {i.e., clawhack)
once such performance period has closed. If a fund which has a six-
month performance period incurs losses in the performance period
ended December 31, the Company may make the determination, at
its sole discretion, to return all or a portion of incentive aliocation fees
collected for the prior six-month performance period ending June 30
of that year.

Other Estimates — The preparation of financial statements in
conformity with GAAP requires management to make certain
estimates and assumptions, In addition to the estimates that we
make in connection with accounting for the items noted above,

the use of estimates is also important in determining provisions for
potential losses that may arise from litigation, regulatory proceedings
and tax audits.

SFAS No. 123 (R) requires that we make certain estimates and
assumptions relating to volatility and forfeiture rates when deter-
mining stock-based employee compensation expense. Volatility is
estimated based on several factors including imptied volatility of
market-traded options on our common stock on the grant date
and the historical volatility of the Company’s common stock.
Forfeiture rates are estimated based on historical rates of
forfeiture of employee stock awards.

A portion of our Employee compensation and benefits expense on
the Consolidated Statements of Operations represents discretionary
bonuses, which are accrued for throughout the year and paid

after the end of the year. Among many factors, discretionary
bonus accruals are generally influenced by the Company's overall
performance and competitive industry cornpensation levels.
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We estimate and accrue for potential losses that may arise out of
litigation, regulatory proceedings and tax audits to the extent that
such losses are probable and can be estimated in accordance with
SFAS No. 5 Accounting for Contingencies. Significant judgment

is required in making these estimates and our final liabilities may
ulimately be materially different. Our total liability accrued with
respect to litigation and regulatory proceedings is determined on

a zase-by-case basis and represents an estimate of probable losses
based on, among other factors, the progress of each case, our
e>perience with and industry experience with similar cases and

the opinions and views of internal and external legal counsel. Given
the inherent difficulty of predicting the cutcome of our litigation
and regulatory matters, particularly in cases or proceedings in which
stbstantial or indeterminate damages or fines are sought, or where
cases or proceedings are in the early stages, we cannot estimate losses
or ranges of losses for cases or proceedings where there is

only a reasonable possibility that a loss may be incurred.

Racently Issued Accounting Standards

ir Juty 2006, the Financial Accounting Standards Board (“FASB"}
issued FASB Interpretation No. 48, Accounting for Uncertainty in

Ir come Taxes - an Interpretation of FASB Statement No. 109

{’ FIN 48"), which dlarifies the way companies account for uncertainty
ir income taxes. FIN 48 provides guidance related to a recognition
threshold and measurement attribute for the financial statement
recognition and measurement of a tax position taken, or expected to
be taken on a tax return. FIN 48 is effective for fiscal years beginning
after December 15, 2006. The adoption of FIN 48 did not have a
material impact on our Consclidated Financial Statements.

Inn September 2006, the FASB issued SFAS No. 157 Fair Value
Measurements (" SFAS 157 "), which defines fair value, establishes
a framework for measuring fair value and expands disclosures
about fair value measurements. SFAS 157 is effective for the
Company beginning as of January 1, 2008. We do not expect
t1e adoption of SFAS 157 to have a material impact on our
Consolidated Financial Statements.

In September 2006, the SEC staff issued Staff Accounting Bulletin
Mo. 108, Considering the Effects of Prior Year Misstatements When
Quantifying Misstatements in Current Year Financial Statements
{"SAB 108"), which provides guidance on gquantifying and evaluating
the materiality of unrecorded prior year misstatements. The SEC staff
i1dicates that a company should quantify the impact of correcting all
risstatements, including both the carryover and reversing effects of
prior year misstatements, on the current year financial statements.
Companies may choose to restate their financial staterments for any
naterial misstatements arising from the application of SAB 108 or
tecognize a cumulative effect adjustment within the current year
opening balance in retained earnings, with disclosure of such items.
4AB 108 was effective for fiscal years ending after November 15,
2006. SAB 108 did not have an impact on our Consolidated Financial
Staterments as of December 31, 2007 and 2006.

In February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities -- including an
amendment of FASB Statement No. 115 ("SFAS 159”), which
permits entities to choose to measure many financial instruments
and certain other items at fair value. SFAS 159 is effective for the
Company beginning as of January 1, 2008. We do not expect the
adoption of SFAS 159 to have a material impact on our Consolidated
Financial Statements,

In June 2007, the AICPA issued Statement of Position (“"SOP")

No. 07-1, Clarification of the Scope of the Audit and Accounting
Guide Investment Companies and Accounting by Parent Comparnies
and Equity Method Investors for investments in Investrnent Companies
("SOP 07-1"). SOP 07-1 addresses when the accounting principles of
the AICPA Audit and Accounting Guide Investrment Companies must
be applied by an entity and whether those accounting principles must
be retained by a parent company in consclidation or by an investor in
the application of the equity method of accounting. In February 2008,
the FASB deferred indefinitely the effective date.

In December 2007, the FASB issued SFAS No. 141 {revised 2007},
Business Combinations (“SFAS 141{R)"). SFAS 141(R) requires the
acquiring entity in a business combination to recognize the
acquisition date fair value for all identifiable assets acquired and
liabilities assumed, any noncontralling interest in the acquiree and
the goodwill acquired. SFAS 141(R) changes the recognition of assets
acguired and lisbilities assurned arising from contingencies, requires
the capitalization of in-process research and development and
requires the expensing of acquisition-related and restructuring costs
as incurred. SFAS 141{R) is effective as of the beginning of an entity’s
fiscal year that begins after December 15, 2008. We are currently
evaluating the potential impact, if any, of the adoption of SFAS 141(R}
on our Consolidated Financial Statements.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling
Interests in Consolidated Financial Statements — an amendment

of ARB No. 51 {"SFAS 160"). SFAS 160 states that accounting

and reporting for minority interests will be recharacterized as
noncontrolling interests and classified as a component of equity.
SFAS 160 establishes accounting and reporting standards for
ownership interests in subsidiaries held by parties other than the
parent, the amount of consolidated net income attributable to the
parent and to the noncontrolling interest, changes in a parent’s
ownerfship interest and the valuation of retained noncontrolling
equity investments when a subsidiary is deconsolidated. SFAS 160
also establishes disclosure requirements that clearly identify and
distinguish between the interests of the parent and the interests

of the noncontrolling owners. This statement is effective as of the
beginning of an entity’s first fiscal year beginning after December 15,
2008, We are currently evaluating the potential impact, if any, of the
adoption of SFAS 160 an our Consolidated Financial Statements.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Quantitative and Qualitative Disclosures About Market Risk

Market Risk

Our market-making and trading activities expose our capital to
significant risks. These risks include, but are not limited to, absolute
and relative price movements, price volatility and changes in liquidity,
over which we have virtually no control.

For working capital purposes, we invest in money market funds,
commercial paper and government securities or maintain interest-
bearing balances in our trading accounts with clearing brokers, which
are classified as Cash and cash equivalents and Receivable from
brokers and dealers, respectively, on the Consolidated Statements of
Financial Condition. These other amounts do not have maturity dates
or present a material market risk, as the balances are short-term in
nature and subject to daily repricing. Qur cash and cash equivalents
held in foreign currencies are subject to the exposure of foreign
currency fluctuations. These balances are monitored daily, and are not
material to the Company’s overall cash position.

In Global Markets, we employ proprietary position management and
trading systems that provide real-time, on-line position management
and inventory control. We monitor our risks by reviewing trading
positions and their appropriate risk measures. We have established a
systemn whereby transactions are monitored by senicr management on
a real-time basis as are individual and aggregate dollar and inventory
position totals, capital allocations, and real-time prefits and losses.
The management of trading positions is enhanced by our review of
mark-to-market valuations and position summaries on a daily basis,

In the normal course of our equities market-making business, we
maintain inventories of exchange-listed and OTC equity securities.
The fair value of these securities at December 31, 2007 and 2006 was
$406.2 million and $703.0 million, respectively, in long positions and
$335.3 million and $693.1 million, respectively, in short positions. The
potential change in fair value, using a hypothetical 10% decline in
prices, is estimated to be a loss of $7.1 million and $1.0 million as of
December 31, 2007 and 2006, respectively, due to the offset of gains
in short positions with the losses in long positions. The following table
illustrates, for the period indicated, our average, highest and lowest
month-end inventory at market value (based on both the aggregate
and the net of the long and short positions of trading securities from
our OTC and listed market-making business) (in millions).

2007 2006 2005
Aggregate of Net of Aggregate of Net of Aggregate of Net of
Long and tong and tong and Long and Long and Long and
Short Short Short Short Short Short
Positians Positions Positions Positions Positions Positions
Average month-end $1,014.0 $29.0 $1,157.2 $30.5 $700.3 3326
Highest month-end 1,498.2 70.8 1,564.4 51.4 87438 46.2
Lowest month-end 679.2 8.6 503.9 7.8 496.9 i0.6

As of December 31, 2007, we had a $83.7 million corporate
investment as a limited partner or non-managing member in the
Deephaven Funds, $38.4 million of which was invested in the Global
Multi-Strategy Fund {formerly known as “Market Neutral Fund”).

As of December 31, 2007, approximately 58% of the Deephaven
Funds’ assets under management were in the Deephaven Global
Multi-Strategy Fund. The investment philosophy for the Global Multi-
Strategy Fund is to seek to produce returns for its investors using
various investment strategies focusing on delivering attractive
risk-adjusted rates of return. The performance of the Global Multi-
Strategy Fund is intended to be substantially non-correlated with
the general debt and equity markets, as well as with a number of
other non-traditional investment strategies. Within the Global Multi-
Strategy Fund, Deephaven generally employs a variety of investment
strategies, inctuding volatility-driven, fundamental equity, event-
driven, credit-driven and global relative value macroffixed income
strategies among others. There is no material limitation on the types
of investment strategies that may be employed by the Globat Multi-
Strategy Fund. There will be unhedged asset factor risks {i.e., equity,
interest rate, foreign exchange) in the Global Multi-Strategy Fund.

Deephaven also manages single-strategy funds that pursue investrent
strategies which involve substantial risks based on the fact that they
are less diversified strategies and could be more vulnerable to structural
economic and regulatory changes, or general market conditions. The
less diversified nature of these strategies may cause their performance
to be more volatile and result in the incurrence of greater fosses during
unprofitable periods as compared to a more diversified approach.

Separately, Deephaven’s business also involves specific categories of
trading and operational risk. For example, although Deephaven may
attempt to hedge positions as part of its trading strategies, there is no
assurance that adequate hedging opportunities will exist. Moreover,
Deephaven relies to a material degree on its prime brokers to provide
leverage, custody, execution and other services, but there is no
assurance that the prime brokers will continue to provide the amount
of leverage which they have in the past, or on the same terms, or
provide any of the other services they currently provide, on a cost-
effective basis. Deephaven also faces significant risk from the fact that
any of its trading counterparties could fail, which would likely have
the effect of greatly diminishing the value of the assets which are the
subject of trades with that counterparty. Finally, if Deephaven does
not appropriately structure its use of leverage, the losses the funds
incur could be materiaily exacerbated.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Desephaven monitors its trading risks by reviewing trading positions and
thair appropriate risk measures. We have established a systern whereby
transactions are monitored by management and an independent risk
centrol function, as are individual and aggregate dollar and inventory
position totals and profits and losses by strategy. The management of
trading positions is enhanced by review of mark-to-market valuations
ard position summaries. There can he no assurances that any of the
Deephaven Funds' strategies will be successful in achieving either their
rick control or their profit objectives.

Operational Risk

Onerational risk can arise from many factors ranging from routine
processing errors to potentially costly incidents arising, for example,
from major systems failures. The Company incurs operational risk
across all of its business activities, including revenue generating
activities as well as support functions. Legal and compliance risk is
included in the scope of operational risk and is discussed below
under “Legal Risk.”

Primary responsibility for the management of operational risk lies
with the business segments and supporting functions. The business
segments maintain controls designed to manage and mitigate
operational risk for existing activities. As new products and business
activities are developed, operational risks are identified and controls
aie designed to mitigate the identified risks.

Disaster recovery plans are in place for critical facilities related to our
pimary operations and resources and redundancies are built into the
systemns as deemed appropriate. The Company has also established
policies, procedures and technologies to protect its systems and other
assets from unauthorized access.

Legal Risk

Legal risk includes the risk of non-compliance with applicable

legal and regulatory requirements and standards. Legal risk also
includes contractual and commercial risk such as the risk that a
counterparty’s performance obligations will be unenforceable. The
Company is generally subject to extensive regulation in the different
jurisdictions in which it conducts its business. The Company has
established procedures based on legal and regulatory requirements
that are designed to foster compliance with applicable statutory
and regulatory requirements. The Company alsc has established
procedures that are designed to require that the Company’s policies
relating to conduct, ethics and business practices are followed.
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CONSOLIDATED QUARTERLY RESULTS (UNAUDITED)

The following table sets forth certain unaudited consolidated quarterly statenent of operations data for 2007 and 2006. In the opinion

of management, this unaudited information has been prepared on substantialiy the same basis as the Consolidated Financial Statements
appearing elsewhere in this docyment and includes all adjusiments (consisting of normal recusring adjustments) necessary to present fairly the
unaudited consolidated quarterly data. The unaudited consolidated guarterly data should be read in conjunction with the audited consolidated
financial statements and notes thereta appearing elsewhere in this document, The results of any quarter are not necessarily indicative of results
for any future period.

Dec. 31,  Sept. 30, Jun. 30, Mar. 31, Dec. 31,  Sept. 30, Jun. 30, Mar. 31,
Quarter Ended 2007 2007 2007 2007 2006 2006 2006 2006
{In thousands, except per share amounts)
Revenues
Commissions and fees $105,234 $131,473 $106,929 $103,859 ¢ 97,851 $ 97,424 $112,475 $102,644
Net trading revenue 112,709 57,660 54,193 61,637 52,657 42,846 68,220 80,039
Asset management fees, net 28,184 (1.237) 29,116 60,714 78,765 50,536 14,076 70,511
Interest, net 3,766 4625 4,169 4,818 4,762 5,175 2,775 3,314
Non-operating gain from
subsidiary stock issuance - 8,757 - - - - - -
Investment income and other, pet 7,444 3,661 6,990 10,623 27.417 15,711 8,404 20,687
Total revenues 257,337 204,939 201,397 241,651 261,452 211,692 205950 277,195
Transaction-based expenses
Execution and clearance fees 24,605 39,555 28,691 27,410 25,857 22,100 30,026 28,925
Soft dollar and commission recapture expense 17.106 15,256 14,468 14,537 15,291 18,115 18,684 18,447
Payments for order flow and ECN rebates 10,226 18,978 12,761 12,599 10,529 9,663 12,126 9,873
Total transaction-pased expenses 51,937 73,789 55920 54546 51,677 49878 60,836 57,245
Revenues, net of
transaction-hased expenses 205,400 131,150 145,477 187,105 209,775 161,814 145114 219,950
Other direct expenses
Employee compensation and benefits 93,761 71,785 78,697 102,233 105,635 82,546 64,616 99,556
Communications and data processing 8,922 9,948 9,387 8,699 8,594 8,484 8,404 7,638
Professional fees 5,399 5,281 3,181 5,489 5,356 3,737 5,092 6,383
Depreciation and amortization 5,533 5,626 5,514 5,402 5,462 5,446 5.325 4,408
Occupancy and equipment rentals 3,393 3,685 3,550 3,455 3,621 3,164 3,398 3,353
Business development 4,193 3,532 4,493 3,779 5715 3,371 3,134 2,122
Writedown of assets and lease loss accrual {1,116) 136 {1,490} - - - 482 7,997
Other 6,407 3,403 2,275 3,333 3,832 2,925 3,897 6,449
Total other direct expenses 126,492 103,396 105617 132,390 138,215 109673 94,348 137,906
Income from continuing operations
hefore income taxes 78,908 27,754 39,860 54,715 71,560 52,141 50,766 82,044
income tax expense 29,345 11,205 15,480 21,530 24,146 20,681 20,426 32,912
Net income from continuing opérations 49,563 16,549 24,380 33,185 47414 31,460 30,340 49132
Loss from discontinued operations, net of tax - (104) - (1,333 - - - -
Net income $ 49,563 $ 16,445 § 24,380 $ 31,852 $ 47,414 $ 31,460 $ 30,340 $ 49,132
Diluted earnings per share ‘
from continuing operations $ 052 % 016 % 024 % 032 % 045 % 030 % 029 % 047
Diluted earnings per share ‘
from discontinued operations $ -4 -5 - $ (00N} -9 -3 - % -
Diluted earnings per share $ 052§ 016 % 024 % 031 % 045 5 030 % 029 % 047
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CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

Cecember 31, 2007 2006
{1 thousands)
Assets
Cash and cash equivalents $ 222,435 $ 214,760
Securities owned, held at clearing brokers, at market value 412,565 711,775
Receivable from brokers and dealers 382,544 372,897
Asset management fees receivable 27,588 112,204
Investment in Deephaven sponsored funds 83,732 187,573
Receivable from Deephaven sponsored funds 85,000 -
Fixed assets and leasehold improvements, at cost, less accumulated
depreciation and amortization of $112,032 in 2007 and $98,903 in 2006 62,073 66,450
Strategic investments 73,704 49,437
Goodwill 132,832 133,043
Intangible assets, less accumulated amortization of $12,985 in 2007 and $7,247 in 2006 57,845 63,701
Deferred compensation investments 85,504 31,586
Other assets 129,991 84,78%
Total assets $1,755.813 $2,028,215
Liabilities and Stockholders’ Equity
L abilities
Securities sold, not yet purchased, at market value % 335,280 § 693071
Payable to brokers and dealers 117,001 47,853
Accrued compensation expense 228,275 227,847
Accrued expensas and other ligbilities 119,879 96,957
Long term debt 70,000 -
Total liabilities 870,435 1,065,728
Commitments and contingent liabilities {Notes 20 and 22)
Stockholders” equity
Class A Common Stock, $0.01 par value;
Shares autheorized: 500,000 at December 31, 2007 and 2006;
Shares issued: 150,801 at December 31, 2007 and 144,959
at December 31, 2006; Shares outstanding: 91,536 at
December 31, 2007 and 103,661 at December 31, 2006 1,509 1,450
Additional paid-in capital 587,025 519,790
Retained earnings 934,099 811,859
Treasury stock, at cost; 59,265 shares in 2007 and 41,298 shares in 2006 {637,255) {370,612)
Total stockholders’ equity 885,378 962,487
Total liabilities and stockhelders’ equity $1,755,813 $2,028,215

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

For the years ended December 31, 2007 2006 2005
{In thousands, except per share amaunis)
Revenues
Commissions and fees $447,495 $410,394 $296,441
Net trading revenue 286,199 243,761 165,614
Asset management fees 116,777 213,888 89,227
Interest, net 17.378 16,027 9,019
Non-operating gain from subsidiary stock issuance 8,757 - -
Investment income and other, net 28,718 72,219 74,541
Total revenues ' 905,324 956,289 634,842
Transaction-based expenses
Execution and clearance fees 120,261 106,908 99,427
Soft dollar and commission recapture expense 61,367 70,537 63,890
Paymenits for order flow and ECN rebates 54,564 42,191 21,220
Total transaction-based expenses 236,192 219,636 184,537
Revenues, net of transaction-based expenses 669,132 736,653 450,305
Other direct expenses
Employee compensation and benefits 346,476 352,353 229,460
Communications and data processing 36,956 33,120 32,513
Depreciation and amortization 22,075 20,641 16,355
Professional fees 19,360 20,568 19,555
Business development 15,997 14,343 6,419
Occupancy and equipment renials 14,083 13,536 13,554
Writedown of assets and lease loss accrual (2,470) 8,480 10,055
Regulatory charges and related matters - - 5,703
Other 15,418 17,101 11,541
Total other direct expenses 467,895 480,142 345,155
Income from continuing operations befora income taxes 201,237 256,511 105,150
Income tax expense 77,560 98,165 38,912
Income from continuing operations 123,677 158,346 66,238
{Loss) income from discontinued operations, net of tax (1,437) - 122
Net income $122,240 $158,346 $ 66,360
Basic earnings per share from continuing operations $  1.27 $ 156 $ 064
Diluted earnings per share from continuing operations $ 1.23 § 149 $ 062
Basic and diluted earnings per share from discontinued operations $ (0.01) $ - $ -
Basic earnings per share $ 126 $ 1.56 $ 064
Diluted earnings per share P 1.2 $ 149 $ 062
Shares used in computation of basic earnings per share 97,050 101,420 103,456
Shares used in computation of diluted earnings per share 100,796 106,243 106,882

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Class A Common Stock

Treasury Stock

far the years ended December 31, 2005, 2006 and 2007 Shares Amount Shares Amount

{In t1ousands)

Balance, January 1, 2005 133,966 $1,340 (20,670} $(147,636)
Nel income - - - —

Unrealized gains on available-for-sale securities, net of taxes - - - -

Common stock repurchased - - (16,109) (147,017)
Stock options exercised 3,952 a0 - -

Income tax benefit — stock awards exercised - - - -

Stock-based compensation 1,828 18 - -

Balance, December 31, 2005 139,746 1,398 (36,779) (294,653}
Net income - - - -

Rezlization of gains on avaitable-for-sale securities, net of taxes - - - -

Cormmon stock repurchased - - (4,519) {75,959)
Stozk options exercised 4,523 45 - -

Income tax benefit — stock awards exercised - - - -

Stozk-based compensation 6390 7 - -

Balance, December 31, 2006 144,959 1,450 {41,298 {370,612}
Net income - - - -

Cormmon stock repurchased - - (17,967} {266,643)
Stock options exercised 3,487 35 - -

Income tax benefit - stock awards exercised - - - -

Stock-based compensation 2,355 24 - -
Balance, December 31, 2007 150,801 $1,509 {59,265) $(637.255)

The accompanying notes are an integral part of these cansolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Accumulated
Additional QOther
Paid-In Retained Comprehensive
Capital Earnings Income Totat
$410,346 $587,153 $ - $ 851,203
- £6,360 - 66,360
- - 10,350 10,350
- - - (147,017)
22,478 - - 22,518
6,626 - - 6,626
13,390 - - 13,408
452,840 653,513 10,350 823,448
- 158,346 - 158,346
- - {10,350 (10,350)
- - - (75,959)
26,742 - - 26,787
19,405 - - 19,405
20,803 - - 20810
519,790 811,859 - 962,487
- 122,240 - 122,240
- - - (266,643)
21,040 - - 21,075
15,172 - - 15,172
31,023 - - 31,047
$587,025 $934,099 $ - $ 885,378
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Fon the years ended December 31, 2007 2006 2005
{in :housands)
Cash flows from operating activities
Net income $122,240 $ 158,346 $ 66,360
(l.oss) income from discontinued operations, net of tax (1,437} - 122
Income from continuing operations, net of tax 123,677 158,346 66,238
Adjustments to reconcile income from continuing operations,
ret of tax to net cash provided by (used in) operating activities
Depreciation and amortization 22,075 20,641 16,355
Income tax benefit on stock awards exercised - - 6,625
Stock-based compensatian 31,047 20,810 13,409
Deferred income taxes (13,183} (23,846) 3,000
Deferred rent 438 780 621
Writedown of assets and lease loss accrual (2,470) 8,480 10,055
Realized gain from sale of subsidiary stock (4,223) - -
Non-operating gain from subsidiary stock issuance {8,757} - -
Unrealized (gain} loss on strategic investments (397} 789 748
Unrealized gain on investments in Deephaven sponsored funds (17,786} (34,182) (16,327)
Realized gain on strategic investment - {30,133) (56,221)
Minority interest in loss of subsidiary (337) - -
Operating activities from discontinued operaticns (1.437) - 122
Decrease (increase) in operating assets, net of acquisitions and disposals
Securities owned 299,209 (331,408) (125,894)
Receivable from brokers and dealers (28,376} (142,397) 16,980
Asset management fees receivable 87,451 (65,740} (9,066)
Deferred compensation investments (53.918) {14,395} 2,668
Other assets (33,606) (4,511) (852)
(Decrease) increase in operating liabilities, net of acquisitions and disposals
Securities sold, not yet purchased {357,791) 347,614 124,037
Payable to brokers and dealers 70,625 12,700 (53,378)
Accrued compensation expense 1,659 109,318 (6,114)
__Accrued expenses and other fiabilities 37,352 (17,210) (33,005)
Net cash provided by {used in) operating activities 151,252 15,656 (39,999)
Cash flows from investing activities
Purchases of fixed assets and leasehold improvermnents (15,098) {12,976) (25,657}
Recemption of Deephaven sponsored funds 35,000 129,575 105,000
Invesstments in Deephaven sponsored funds - (1,310 (155,000}
Proreeds from sale of strategic investiments 5.534 33,082 73,964
Purchases of strategic investments (10,400} {38,771} (3,650}
Purihases of businesses, net of cash acquired (30) {95,809) (45,107)
Coritingent payments on purchase of businesses (10,363 (15,511) -
Proceeds fram issuance of subsidiary stock 31,667 - -
Proceeds from sale of subsidiary stock 12,750 - -
Net cash provided by (used in) investing activities 49,060 (1,720} (50,450)
Cash flows from financing activities
Proceeds from long term debt borrowing 70,000 - -
Stock options exercised 21,075 26,787 22,517
Inccme tax benefit on stock awards exercised 15,172 19,405 -
Cost of common stock repurchased (266,643) (75,959) (147,016}
Net cash used in financing activities (160,396} (29,767) (124,499)
Incrizase (decrease) in cash and cash equivalents 39,916 (15,831) (214,948}
Cash retained by deconsolidated entity (32,241} - -
Cash and cash equivalents at beginning of period 214,760 230,591 445,539
Cash and cash equivalents at end of period $ 222,435 $ 214,760 $ 230,591
Suppiemental disclosure of cash flow information:
Cash paid for interest b 285 ) 408 $ 577
Cash paid for income taxes § 73,544 $ 102,747 $ 52,563
Supplemental disclosure of noncash investing activities:
Goodwill 3 30 $ 69,849 $ 28,501
Intangible assets - 38,740 20,000
Fixed assets - 1,803 3,000
Receivable from brokers and dealers - - 1,927
Cither net liabilities - {14,583) (8,321}
C ash paid for purchase of businesses, net of cash acquired % 30 $ 95,809 $ 45,107

The zccompanying notes are an integral part of these consolidated financial statements,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 Organization and Description of the Business

Knight Capital Group, inc. {collectively with its subsidiaries, the “Company™}
has two operating business segments, Asset Management and Globa!
Markets, as well as a Corporate segment. As of December 31, 2007,
the Company’s operating business segments comprised the following
operating subsidiaries:

Asset Management

= Deephaven Capital Management LLC {"Deephaven™) is the
registered investment adviser to and spensor of the Deephaven
investment funds (the *Deephaven Funds”). In addition to being
registered as an investment Adviser with the U.S. Securities and
Exchange Commission (“SEC "}, Deephaven is also registered with the
Commadity Futures Trading Commission (*CFTC") as a “commodity
pool operator” and a “commodity trading adviser,” and is a8 member
of the National Futures Association (“NFA™). Due to the nature of
Deephaven's investor base, however, Deephaven is not registered as
either a "Futures Commission Merchant” ("FCM”) or “Introducing
Broker” with the CFTC or NFA and is exempt from many of the

CFTC and NFA regulations. Deephaven also has a UK. registered
investment adviser subsidiary, which is regulated by the U.K. Financial
Services Authority (“FSA"), and a Hong Kong registered investment
adviser subsidiary, which is regulated by the Hong Kong Securities
and Futures Commission. See Footnote 24, "Subsequent Events”

for further discussion relating to Exercise of Option by Deephaven
Managers and Closing of Deephaven Event Fund.

Global Markets

« Knight Equity Markets, L.P. {"KEM") operates as a market-maker
in over-the-counter {*OTC ™) equity securities, primarily those traded
in the NASDAQ Stock Market and on the OTC Bulletin Board. KEM
also operates the Company’s primary domestic institutional sales
business. Donaldson & Co., a division of KEM, offers soft dollar and
commission recapture services. KEM is a broker-dealer registered
with the SEC and is a member of the NASDAQ Stock Exchange
("NASDAQ"}, Financial Industry Regulatory Authority ("FINRA"),
the International Securities Exchange, LLC, the National Stock
Exchange and the NFA.

» Knight Capital Markets LLC (*KCM”) primarily operates as a market-
maker in the over-the-counter market for New York Stock Exchange
{*NYSE") and American Stock Exchange (" AMEX") listed securities.
KCM is a broker-dealer registerad with the SEC and is a member of
NASDAQ and FINRA.

« Knight Equity Markets International Limited ("KEMIL") is a U.K.
registered broker-dealer that provides execution services for institu-
tional and broker-dealer clients in U.S., European and international
equities. KEMIL is authorized and regulated by the FSA and is a member
of the London Stock Exchange, Deutsche Borse AG, Euronext N.V.
{incorporating Euronext Amsterdam, Eurcnext Brussels, Euronext
Lisbon and Euronext Paris}), Borsa ltaliana, OMX (incorporating the
Copenhagen Stock Exchange, Helsinki Stock Exchange and Stockholm
Stock Exchange), Oslo Bars, virt-x and Weiner Bérse.

« Direct Trading Institutional, L.P. (" Direct Trading”} provides institu-
tions with direct market access trading through Knight Direct EMS™,
an advanced electronic platform. The business of Direct Trading was
acquired by the Company in June 2005. Direct Trading is a broker-
dealer registered with the SEC and is a member of NASDAQ, FINRA
and the NFA.

* Hotspot FX, Inc. and its subsidiaries (" Hotspot“) provide institutions,
dealers and retail clients with spot foreign exchange executions
through an advanced, fully electronic platform. Hotspot was acquired
by the Company in April 2006. One Hotspot subsidiary is regulated by
the FSA, and another Hotspot subsidiary is a FCM registered with the
CFTC and is a member of the NFA,

* Knight BondPoint, Inc. (“Knight BondPoint™) {farmerly known as
ValuBond Securities, Inc.) provides electronic access and trade execu-
tion products for the retail fixed income market. Knight BondPoint
was acquired by the Company in October 2006. Knight BondPoint is
a broker-dealer registered with the SEC and is a member of FINRA
and the Municipal Securities Rulemaking Board {*MSRB").

Direct Edge ECN LLC ("Direct Edge ECN”) operates as an electronic
communications network ("ECN™}. Direct Edge ECN is a liquidity
destination offering the ability to match and route trades in
NASDAQ, NYSE and AMEX listed securities by displaying orders in
the NASDAQ Market Center, the FINRA Alternative Display Facility
and the National Stock Exchange. Direct Edge ECN is a broker-deater
registered with the SEC and is a member of NASDAQ), FINRA, the
National Stock Exchange, Chicago Stock Exchange, CBOE Stock
Exchange, Boston Stock Exchange, International Securities Exchange
and NYSE Arca, Inc. As described in Footnote 10, “Direct Edge ECN,”
at the close of business on September 28, 2007, the Company
deconsolidated Direct Edge ECN as it no longer controlled Direct Edge
ECN as of that date. With the exception of the minority interest in
the third quarter of 2007, the results of Direct Edge ECN's operations
have been included in the Consolidated Statements of Operations for
all periods presented up through September 28, 2007. The Company
accounts for its interest in Direct Edge Holdings LLC {"Direct Edge
Holding®), the newly formed immediate parent company of Direct
Edge ECN (together, "Direct Edge”), under the equity method for
periods subsequent to September 28, 2007.

The Corporate segment includes all corporate overhead expenses and
investment income earned on strategic investrnents and the corporate
investment in the Deephaven Funds. Corporate overhead expenses
primarily consist of compensation for certain senior executives and
other individuats employed at the corporate holding company,

legal and other professional expenses related to corporate matters,
directors’ fees, investor and public relations expenses and directors’
and officers’ insurance.

Discontinued Operations

The Company completed the sale of its Derivative Markets business to
Citigroup Financial Products Inc. ("Citigroup”) in December of 2004.
Costs associated with the Derivative Markets segment have been
included within discontinued operations. For a further discussion of
the sale of the Company's Derivative Markets business and its asso-
ciated accounting treatment, see Footnote 16 “Discontinued Operations.”
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 Significant Accounting Policies

Basis of consolidation and form of presentation

Tha accompanying Consolidated Financial Staterments, prepared in
coformity with accounting principles generally accepted in the
United States of America ("GAAP”), include the accounts of

the Company and its subsidiaries. All significant intercompany
transactions and balances have been eliminated.

Certain reclassifications have been made to the prior years'
Consolidated Financial Statements in order to conform to the
current year presentation. Such reclassifications had no effect on
previously reported Net income.

Caih and cash equivalents

Cash and cash equivalents include money market accounts, which
are payable on demand, and short-term investments with an original
maturity of less than 90 days. The carrying amount of such cash
equivalents approximates their fair value due to the short-term
nature of these instruments.

Market-making and sales activities

Securities owned and securities sold, not yet purchased, which
prirnarily consist of listed and OTC equities, are carried at market
value and are recorded on a trade date basis. Net trading revenue
(trading gains, net of trading losses} and commissions (which
incfudes commission equivalents earned on institutional client orders)
anc related expenses are also recorded on a trade date basis. The
Cornpany’s clearing agreements call for payment or receipt of interest
income, net of transaction-related interest charged by clearing brokers
for facilitating the settlement and financing of securities transactions.
Interest expense, which has been netted against interest income on
the Consolidated Statements of Operations, was $3.7 million,

£1.9 million and $0.5 million in 2007, 2006 and 2005, respectively,

Dividend income relating to securities owned and dividend expense
relating to securities sold, not yet purchased, derived fram the
Company’s market making activities are included as a component

of het trading revenue on the Consolidated Statements of Opera-
tions. Net trading revenue includes dividend income of $5.5 million,
$6.2 millior and $3.4 million in 2007, 2006 and 2005, respectively.
Net trading revenue includes dividend expense of $5.2 miilion, $6.8 mil-
lion and $4.1 million in 2007, 2006 and 2005, respectively,

Payrnents for order flow and ECN rebates represent payments to
broker-deater clients, in the normat course of business, for directing
their order flow in U.S. equities to the Company, and rebates for
providing liquidity to Direct Edge ECN through September 28, 2007.
Soft dollar and commission recapture expense represents payments
to ¢ on behalf of institutions in connection with soft dollar and
commission recapture programs.

Asset management fees

Deephaven earns asset management fees for managing the
Deephaven Funds. Management fees, which are received monthly,
are recorded as earned and are calculated as a percentage of each
Deephaven Fund's monthly net assets.

Incentive allocation fees are earned based upon the performance of
the Deephaven Funds and are calculated based upon a percentage
of a new high net asset value as defined in the applicable private
placement offering memorandum, for the six-manth performance
period ended June 30 or December 31, for some funds, and for the
twelve-month performance period ended December 31 for other
funds. A new high net asset value is defined as the amount by which
the net asset value of an investor’s account in a particular Deephaven
fund exceeds the greater of either the investor's highest previous net
asset value in that Deephaven fund or the net asset value at the time
the investor made a purchase.

The Company records incentive allocation fees in accordance with
Method 2 of Emerging Issues Task Force ("EFTF") Topic D-96. Under
this methodelogy, the Company recognizes incentive allocation fee
income for each interim period based upon the amount that would
be due if the investment advisory relationship with the Deephaven
Funds were terminated at the end of such period.

Incentive allocation fees may increase or decrease during the year
based on the performance of the Deephaven Funds. As such, the
incentive allocation fees, in certain circumstances, may be negative
for certain periods, but not lower than zero for any six-month
performance period ended June 30 or December 31, for some funds,
or the twelve-manth performance period ended December 31 for
other funds. Incentive allocation fees are paid upon the close of each
six-month perfermance period, or twelve-month performance pericd,
as the case may be, and are not subject to repayment (i.e., clawback)
once such performance period has closed. If a fund which has a six-
month performance period incurs losses in the performance period
ended December 31, the Company may make the determination, at
its sole discretion, to return all or a portion of incentive allocation fees
collected far the prior six-month performance period ended June 30
of that year.

Estimated fair value of financial instruments

The market value of securities owned and securities sold, not yet
purchased is estimated using market quotations available from major
securities exchanges, clearing brokers and deaters. Management
estimates that the fair values of other financial instruments recog-
nized on the Censolidated Statements of Financial Condition
(including receivables, payables and accrued expenses) approximate
their carrying values, as such financial instruments are short-term

in nature, bear interest at current market rates or are subject to
frequent repricing.
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Goodwill and Intangible Assets

The Company applies the provisions of Statement of Financial
Accounting Standards (“SFAS™) No. 142 Goodwill and Other
Intangible Assets, which requires that goodwill and intangible assets
with an indefinite useful life are tested for impairment annually

or when an event occurs or circumstances change that signify the
existence of impairment. Other intangible assets are amortized on

a straight line basis over their useful lives and, as required by SFAS
No.144 Accounting for the Impairment or Disposal of Long-Lived
Assets ("SFAS 144"}, will be tested for recoverability whenever events
indicate that the carrying amounts may not be recoverable.

Strategic investments and Deferred compensation investments
Strategic investments include noncontrolling equity ownership
interests primarily in financial services-related businesses. Deferred
compensation investments consist of investments held by the
Company related to deferred compensation plans for the benefit of
Knight's employees and directors. Strategic investments and Deferred

| compensation investrnents are accounted for under the equity

. method, at cost ar at fair value. The equity method of accounting
is used for investments in limited partnerships and limited liability
companies that are held by the Company or any of its non-broker-
dealer subsidiaries. Investments in corporations by such non-broker-
dealers are held at amortized cost. Deferred compensation related

. investrnents in mutual funds aré accounted for at fair value.

Investments classified as available-for-sale are reported at fair
value with unrealized gains and losses excluded from earnings and
reported in Accumulated other comprehensive income, net of tax
within Stockholders’ equity on 1he Consolidated Statements of
Financial Condition.

Strategic investments are reviewed on an ongoing basis to ensure that
the carrying values of the investments have not been impaired. If the
Company assesses that an impairment loss on a strategic investment
has occurred due to a decline in fair value or other market conditions,
the investrment is written down to its estimated impaired value.

Treasury stock

The Company records its purchases of treasury stock at cost as a
separate component of Stockholders” equity. The Company obtains
treasury stock through purchases in the open market or through
privately negotiated transactions.

Foreign currencies

The functional currency of the Company’s foreign subsidiaries is the
U.S. dollar. Assets and liabilities denominated in foreign currencies are
translated into U.S. dollars using current exchange rates at the date
of the Consolidated Statements of Financial Condition. Revenues and
expenses are translated at average rates during the periods. Gains

or losses resulting from foreign currency transactions are included in
Investment income and other, net on the Company’s Consolidated
Staterents of Operations.

Depreciation, amortization and occupancy

Fixed assets are depreciated on a straight-line basis over their
estimated useful lives of three to seven years. Leasehold
improverments are being amortized on a straight-line basis over the
shorter of the life of the related office lease or the expected useful life
of the assets. The Company capitalizes certain costs associated with
the acquisition or development of internal-use software and amortizes
the software over its estimated useful life of three years, commencing
at the time the software is placed in service.

The Company follows SFAS No. 13 Accounting for Leases, as clarified
by EITF and Financial Accounting Standards Board ("FASB™) Technical
Bulletins, which states that rent expense under operating leases with
fixed rent escalations, lease incentives and free rent periods should
be recognized on a straight-line basis over the lease term beginning
on the date the lessee takes possession of or controls the use of the
space, including during free rent periods.

Lease loss accrual

It is the Company’s policy to identify excess real estate capacity and
where applicable, accrue for such future costs. In determining the
accrual, a nominal cash flow analysis is performed for lease losses
initiated prior to December 31, 2002, the effective date of SFAS
No. 146 Accounting for Costs Associated with Exit or Disposal
Activities, and costs related to the excess capacity are accrued.

For lease losses initiated after December 31, 2002, the Company’s
policy is to accrue future costs related to excess capacity using a
discounted cash flow analysis. In an event the Company is able to
sublease the excess real estate after recording a lease loss accrual,
such lease loss accrual is adjusted to the extent the actual terms
of sub-leased property differ from the assumptions used in the
calculation of the lease loss accrual.

Income taxes

The Company records deferred tax assets and liabilities for the
expected future tax consequences of ternporary differences between
the financial reporting and tax bases of assets and liabilities and
measures them using the enacted tax rates and laws that will be in
effect when such differences are expected to reverse. The Company
evaluates the recoverability of future tax deductions by assessing

the adequacy of future expected taxable income from all sources,
including reversal of temporary differences and forecasted operating
earnings. Net deferred tax assets and liabilities are included in Other
assets and Accrued expenses and other liabilities, respectively, on the
Consolidated Statements of Financial Condition.

On January 1, 2007 the Company adopted FASB Interpretation No. 48
Accounting for Uncertainty in Income Taxes ("FIN 48"). The Company
recognized an immaterial adjustment in the liahility for unrecognized
income tax benefits as a result of the implernentation of FIN 48.

Discontinued Operations

In accordance with SFAS 144, the revenues and expenses associated
with a separate segment or reporting unit that has been disposed
of through closure or sale are included in (Loss) income from
discontinued operations, net of tax, on the Consolidated
Statements of Operations.
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Stock-Based Compensation

Cn January 1, 2008, the Company adopted SFAS No. 123(R), Share-
Based Payment ("SFAS 123(R)"), using the "modified prospective
method.” Under SFAS 123(R}, the grant date fair values of stock-
based employee awards that require future service are amortized
over the relevant service period. Prior to the adoption of SFAS 123(R),
thz2 Company applied Accounting Principles Board Opinion No. 25,
Accounting for Stock Issued to Employees (“APB 25") and related
inferpretations in accounting for its stock option plans. As options
that were granted to employees prior to the adoption of SFAS 123(R)
were granted at the then market value, no compensation expense
hzd been recognized for the fair values of such grants under APB 25.

Upon the adoption of SFAS 123(R), the Company changed its expense
atnibution method for options. For option awards granted subsequent
to the adoption of SFAS 123(R}, compensation cost is recognized on

a straight-line basis over the requisite service period for the entire
awsard, which is the same methodology that the Company uses to
account for resiricted share awards. For unvested option awards
granted prior to the adoption of SFAS 123(R}, the Company continues
to recognize compensation cost using a graded-vesting method (as

it 1ad on a pro forma basis previously). The graded-vesting method
rezognizes compensation cost separately for each vesting tranche.

SFAS 123(R) requires expected forfeitures to be considered in
determining stock-based employee compensation expense. Prior

to the adoption of SFAS 123(R), forfeiture benefits were recorded
as a reduction to the Company’s actual compensation expense in
the case of restricted shares, or pro forma compensation expense
in the case of options, when an employee left the' Company and
forfeited the award. In 2007 and 2006, the Company recorded

a oenefit for expected forfeitures on all outstanding stock-based
awards. The benefit recorded did not have a material impact on the
results of operations in 2007 and 2006,

For stock-based payments issued after the adoption of SFAS 123(R),
the Company applies a non-substantive vesting period approach
whereby the expense is accelerated for those employees and directors
that receive awards and are eligible to retire prior to the award
vesting. Prior to the adoption of SFAS 123(R), the Company applied

a nominal vesting approach for employee stock-based compensation
awards with retirement eligible provisions. Under the nominal

vesting approach, the Company recognized actual and pro forma
compensation cost aver the vesting period and, if the employee
retired before the end of the vesting period, the Company recognized
any remaining unrecognized compensation cost at the date of
retirement. The impact of this change in the vesting period approach
did not have a material impact on the results of operations for the
periods presented herein.

Prior to the adoption of SFAS 123(R), the Company presented all tax
benefits resutting from stock-based compensation as cash flows from
operating activities in the Consolidated Statements of Cash Flows.
SFAS 123(R) requires that the benefits of tax deductions in excess of
compensation cost recognized for those options {excess tax benefits)
be included in cash flows from financing activities. The income tax
benefit on stock awards exercised in 2007 and 2006 of $15.2 million
and $19.4 million, respectively, are included in cash flows from
financing activities.

Had compensation expense for the Company’s options been
determined based on the fair values at the grant dates in accordance
with SFAS No. 123, Accounting for Stock-Based Compensation, the
Company's pro forma net income and earnings per share amounts for
the year ended December 31, 2005, would have been as follows (in
millions, except per share data):

2005
Net income, as reported 3$66.4
Pro forma compensation expense
determined under fair value based method, net of tax {5.5)
Pro forma net income 60.8
Basic earnings per share, as reported 0.64
Diluted earnings per share, as reported 0.62
Pro forma basic earnings per share 0.59
Pro forma diluted earnings per share 0.57

Use of Estimates

The preparation of financial statements in conformity with GAAP
requires management to make estimates and assumptions that

affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the
reporting period. Actual results may differ from those estimates.

Recently Issued Accounting Standards

In September 2006, the FASB issued SFAS No. 157 Fair Value
Measurements (“SFAS 157"}, which defines fair value, establishes a
framework for measuring fair value and expands disclosures about
fair value measurements. SFAS 157 is effective for the Company
beginning as of January 1, 2008. The Company does not expect the
adoption of SFAS 157 to have a material impact on its Consolidated
Financial Statements.

In September 2006, the SEC staff issued Staff Accounting Bulletin
No. 108 Considering the Effects of Frior Year Misstatements When
Quantifying Misstatements in Current Year Financial Statements
("SAB 108"), which provides guidance on quantifying and evaluating
the materiality of unrecorded prior year misstatements. The SEC staff
indicates that a company should quantify the impact of correcting all
misstatements, including both the carryover and reversing effects of
prior year misstatements, on the current year financial statements.
Compantes may choose to restate their financial statemends for any
material misstatements arising from the application of SAB 108 or
recognize a cumulative effect adjustment within the current year
opening halance in retained garnings, with disclosure of such items,
SAB 108 was effective for fiscal years ending after November 15, 2006,
SAB 108 did not have an impaci on the Company’s Consolidated
Financial Statemenits as of December 31, 2007 and 2006.

In February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities — Including an
amendment of FASB Statement No. 115 ("SFAS 159"}, which permits
entities to choose to measure many financial instruments and certain
other items at fair value. SFAS 153 is effective for the Company
beginning as of January 1, 2008. The Company does not expect

the adoption of SFAS 159 to have a material impact on the
Company's Consolidated Financial Statements,
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In June 2007, the AICPA issued Statement of Position No. 07-1,
Clarffication of the Scope of the Audit and Accounting Guide
Investment Companies and Accounting by Parent Companies and
Equity Method investors for Investments in Investment Companies
{"SOP 07-1"). SOP 07-1 addresses when the accounting principles of
the AICPA Audit and Accounting Guide investment Companies must
be applied by an entity and whéther those accounting principles must
be retained by a parent compariy in consolidation or by an investor in
the application of the equity method of accounting. In February 2008,
the FASB deferred indefinitely the effective date.

In December 2007, the FASB issued SFAS No. 141 (revised 2007},
Business Combinations ("SFAS 141(R)"). SFAS 141(R) requires the
acquiring entity in a business combination to recognize the acquisition
date fair value for all identifiable assets acquired, and liabilities
assumed, any noncontrolling interest in the acquiree and the goodwill
acquired, SFAS 14 1(R) changes the recognition of assets acquired

and liabilities assumed arising from contingencies, requires the
capitalization of in-process research and development and requires
the expensing of acquisition-related and restructuring costs as
incurred. SFAS 141(R) 15 effective as of the beginning of an entity's
fiscal year that begins after December 15, 2008. The Company is
currently evaluating the potential impact, if any, of the adoption of
SFAS 141(R) on the Company’s Consclidated Financial Statements.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling
Interests in Consofidated Financial Statements — an amendment of
ARB No. 57 {"SFAS 160"}. SFAS 160 states that accounting and
reporting for minority interests will be recharacterized as noncontrolling
interests and classified as a component of equity. SFAS 160 establishes
accounting and reporting standards for ownership interests in
subsidiaries held by parties other than the parent, the amount

of consolidated net income attributable to the parent and to the
noncontrolling interest, changes in a parent's ownership interest and
the valuation of retained noncontralling equity investments when

a subsidiary is deconsolidated. SFAS 160 also establishes disclosure
requirements that clearly identily and distinguish between the
interests of the parent and the interests of the noncontrolling owners.
This statement is effective as ofthe beginning of an entity’s first fiscal
year beginning after December 15, 2008. The Company is currently
evaluating the potential impact; if any, of the adoption of SFAS 160
on its Consolidated Financial Statements.

NOTE 4 Receivable from/Payable to Brokers and Dealers

Amounts receivable from and payable to brokers and dealers consist
of the following (in milliens);

December 31, 2007 2006
Receivable:
Clearing brokers and other 32071 $305.3
Securities failed to deliver 1343 42.3
Deposits for securities borrowed 411 25.2
$3825 33729
Payable:
Securities failed 1o receive $ 795 $ 344
Clearing brokers and other 375 13.4
$1170 § 479

NOTE 5 Investment in and Receivable from Deephaven
Sponsored Funds and Asset Management Fees

NOTE 3 Securities Owned ard Securities Sold,
Not Yet Purchased

Securities owned and securities;sold, not yet purchased are carried at
market value and consist of the following (in millions):

December 31, 2007 2006
Securities owned:
Equities $406.2 $703.0
U.5. government obligations 6.4 8.8
$4126 $711.8
Securities sold, not yet purchased:
Equities $335.3 $693.1
$335.3 $693.1

Deephaven is the registered investment adviser and sponsor of

the Deephaven Funds, which engage in various trading strategies
involving equities, debt instruments and derivatives. The underlying
investments in the Deephaven Funds are carried at market value. Of
the $3.9 billion and $4.2 billion of assets under management in the
Deephaven Funds as of December 31, 2007 and 2006, respectively,
the Company had corporate investments as a limited partner or non-
managing member of $83.7 million and $187.6 million, respectively.
At December 31, 2007, the Company also had an $85.0 million
receivable from Deephaven sponsored funds, which represented

a redemption that was effective Dacember 31, 2007 and was
received in January 2008. Deferred compensation investments on

the Consolidated Statements of Financial Condition at December 31,
2007 and 2006 included $49.8 million and $31.6 million, respectively,
of investments as a limited partner or non-managing member in the
Deephaven Funds related to employee and director deferred compen-
sation plans, Separately, certain officers, directors and employees of
the Company held direct investments of approximately $27.6 million
and $6.2 million as limited partners or non-managing members in the
Deephaven Funds, in the aggregate, as of December 3%, 2007 and
2006, respectively.

Asset management fees represent fees earned by Deephaven for
sponsoring and managing the Deephaven Funds as well as fees
earned from separately managed accounts, These fees consist of
management fees, calculated as fixed percentages of assets under
management, and incentive allocation fees, generally calculated as a
percentage of the funds’ and managed accounts’ year-io-date profits,
if any. Incentive allocation fees may be negative in certain interim
periods if the funds or managed accounts lose money for such period;
however, such fees will not be negative on a year-to-date basis.
Management fees were $44.3 million, $35.5 million and $34.8 million
for 2007, 2006 and 2005, respectively. Incentive allocation fees were
$72.4 million, $178.4 million and $54.4 million for 2007, 2006 and
2005, respectively.
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Included in Investment income and other, net on the Company’s
Consolidated Statements of Operations is income from the
Company's corporate investments in the Deephaven Funds of
$17.8 million, $34.2 million and $16.3 million for 2007, 2006 and
2005, respectively. For additional information on Deephaven, see
Fcotnote 24, “Subsequent Events.”

EJTE 6 Fixed Assets and Leasehold Improvements

Fixed assets and leasehold improvements comprise the following
(ir millions):

of 2005, these equity investments became marketable and, accordingly,
were accounied for as equity securities under SFAS No. 115 Account-
ing for Certain Investments in Debt and Equity Securities and were
classified as available-for-sale securities. In conjunction with the ISE's
initial public and secondary offerings, the Company sold approximately
70% of its original equity investment in the ISE during 2005 for

$41.1 million. Based on an original cost of $6.9 million, the Company
recognized a pre-tax gain of $34.2 million. The Company sold its
entire NASDAQ Inc. equity investment during 2005 for $36.9 millien.
Based on an adjusted cost of $15.2 million, the Company recognized
a pre-tax gain of $21.7 million on the NASDAQ Inc. sale, In 2006

the Company sold its remaining shares of the ISE, having a cost

basis of $2.9 million, for $33.1 million, resulting in a pre-tax gain of
$30.1 million. The gains on the sales of the ISE and NASDAQ Inc.
investrments are included in Investment income and other, net on the
Company's Consolidated Statements of Operations.

NOTE 8 Goodwill and Intangible Assets

Depreciation

Dezember 31, Period 2007 2006
Computer hardware and software 3 years $101.9 $ 958
Leasehold improvements * 52.5 5.0
Telephane systems 5 years 96 94
Furniture and fixtures 7 years 75 6.7
Trading systerns and equipment 5 years 2.6 25
174.1 165.4

Less — Accumulated depreciation
and amonrtization 112.0 98.9
- $ 621 § 665

*Shorter of life of lease or life of useful assets.

[EDTE 7 Strategic Investments

St-ategic investments of $73.7 million at December 31, 2007 consisted
of a $30.8 million short-term investment in a liquid investment fund
carried at fair value, $37.4 million in eight limited liability companies,
limited partnership investrnents and a corporation accounted for under
the equity method, and $5.5 million in common stock of two private
ccmpanies representing less than 20% equity ownership, which are
held at cost. Included in the $37.4 million investment in limited liability
ccmpanies at December 31, 2007 is a $19.1 million equity investment
in Direct Edge ECN, which is described further in Footnote 10, “Direct
Ecge ECN."

St-ategic investments of $49.4 million at December 31, 2006
censisted of $32.3 million short-term investments in two liquid
investment funds carried at fair value, $12.2 million in five fimited
ligbitity companies and limited partnership investments accounted for
under the equity methed, $4.5 million investment in private company
ccmmen stock representing less than 20% equity ownership which

is held at cost, and $0.4 million of warrants in a publicly traded entity
held at fair value.

In connection with the sale of the Derivative Markets business in
Ducember 2004 (see Footnote 16, “Discontinued Operations”)} and in
licht of the reorganization of the Company’s business segments, the
Company transferred its investments in the International Securities
Exchange, Inc. (“ISE”) and the NASDAQ Stock Market, Inc. (“NASDAQ
In:;.*), which were previously held by its broker-dealer subsidiaries, to
a -orporate investment holding company. During the first quarter

Goodwill and intangible assets with indefinite useful lives are tested
for impairment annually or when an event occurs or circumstances
change that signify the existence of impairment. As part of the test
for impairment, the Company considers the profitability of the respec-
tive segment or reporting unit, an assessment of the fair value of the
respective segment or reporting unit as well as the overall market
value of the Company compared to its net book value. In June 2007
and 2006, the Company tested for the impairment of goodwill and
intangible assets and concluded that there was no impairment.
Amortizable intangibles are tested for recoverability whenever
events indicate that the carrying amounts may not be recoverable.
No events occurred in 2007 or 2006 that would indicate that the
carrying amounts of the Company’s amortizable intangibles may

not be recoverable.

The goodwill balances of $132.8 million and $133.0 million at
December 31, 2007 and 2006, respectively, relate to the Global
Markets segment. Goodwill is net of accumulated amortization of
$21.9 million recorded through December 31, 2001, the effective
date the Company adopted SFAS No. 142, Goodwill primarily
represents the Company's purchases of the businesses now operating
as KCM, Direct Trading, Hotspot, Donaldson and Knight BondPoint,

The Company had intangible assets, net of accumulated amortization,
of $57.8 million and $63.7 million at December 31, 2007 and 2006,
respectively, all included within the Global Markets business segment.
Intangible assets decreased by $5.9 million from 2006 to 2007,
primarily due to amortization expense. Intangible assets primarily
represent client relationships and are being amortized over their
remaining useful lives, the majority of which have been determined to
range from eight to 24 years. The weighted average remaining life of
the Company's intangible assets at December 31, 2007 and 2006 is
approximaiely 16 years.
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In 2007, the Company recorded amortization expense, related to its
intangible assets of $5.7 millicn. The estimated amortization expense
relating to the intangible assets for each of the next five years approxi-
mates $5.7 million in 2008, $5.11 million in 2008, $4.9 million in 2010
and 2011 and $4.8 million in 2012.

The following chart surnmarizes the Company’s Goodwill and
Intangible assets, net of accumulated amortization, as of
December 31, 2007 and 2006 (in millions):

Goodwill
December 31, 2007 2006
Purchase of Trimark business $ 101 $ 101
Purchase of Tradetech business 3.0 3.0
Purchase of Donaldson business 36 3.6
Purchase of remaining shares in
Knight Roundtable Europe 25 25
Purchase of Direct Trading business 438 33.4
Purchase of ATTAIN ECN businesst - 10.6
Purchase of Hotspot business 55.7 55.7
Purchase of Knight BondPoint busingss 14.2 14.1
Total $132.8 $133.0
Intangible Assets?
December 31, 2007 2006
Customer relationships®
Gross carrying amount $51.9 $51.9
Accumulated amortization 9.1) (5.4)
Net carrying amount $428 $46.5
Trade names®
@Gress carrying amount $ 9.7 $ 9.8
Accumulated amartization (0.9) (0.6)
Net carrying amount $ 88 $92
QOther®
Gross carrying amount $ 92 $ 92
Accumulated amortization (2.9) {1.3)
Net carrying amount $ 6.3 {80
Total
Gross carrying amount $708 $70.9
Accumulated amortization (13.0) {7.2)
Net carrying amount $57.8 $63.7

" Goodwill associated with the purchase of ATTAIN ECN was recorded by
Direct Edge ECN, which was deconsolidated effective September 28, 2007.
See Footnote 10 “Direct Edge ECN,” for further details.

@ The weighted average remaining life of the Company’s intangible assets at
December 31, 2007 is approximately 16 years.

B Customer relationships relate to the Donaldson, Direct Trading and Hotspot
acquisitions. The weighted average remaining life is approximately 16 years
as of December 31, 2007 and 17 years as of December 31, 2006. Lives may
be reduced depending upon reterition rates.

“ Trade names relate to the Donaldsen, Direct Trading and Hotspat acquisitions.
The weighted average remaining life is approximately 25 years as of
December 31, 2007 and 26 years'as of December 31, 20046,

¥ Other includes technology, nen-compete agreements and domain name
rights used or acquired by the Coinpany. The weighted average remaining
life is approximately 5 years as of December 31, 2007 and 6 years as of
Decembper 31, 2006.

NOTE 9 Long Term Debt

On QOctober 9, 2007, the Company entered into a three-year
$140.0 million credit agreement (*Credit Agreement”) with a con-
sortium of banks led by JPMorgan Chase Bank, N.A. ("JPM"). The
Credit Agreement includes a three-year delayed-draw senior
secured term loan facility of $70.0 million and a three-year

senior secured revolving facility of $70.0 million. The proceeds

of the credit facilities may be used to finance share repurchases by
the Company and for general corporate purposes. The Credit
Agreement is repayable in full on October 3, 2010.

As of December 31, 2007, the Company borrowed $70.0 million
under the three-year delayed-draw senior secured term loan facility
but has not borrowed against the $70.0 million three-year senior
secured revolving facility.

The interest and commitment fee rates vary based on changes in
certain of the Company’s financial covenant ratios. The interest

rate can range from the JPM Prime Rate plus 0.25% to 0.50% or
tonden Interbank Offered Rate ("LIBOR") plus 1.25% to 1.50%. The
commitment fee can range from 0.30% to 0.35% on the average
daily unused portion of the delayed-draw senior secured term loan
facility and the senior secured revolving facility.

As of December 31, 2007, the $70.0 million delayed-draw senior
secured term loan facility bears interest at 6.18% per annum. The
interest is based on the three month LIBOR rate plus 1.25% and is
payable in March 2008, at which time it will reset at the prevailing
rate. Under the terms of the Credit Agreement, at the Company's
option, it may choose an interest rate based on the IPM Prime Rate
or the LIBOR rate. Approximately $0.1 million of interest expense
was accrued as of December 31, 2007, which has been included in
Interest, net on the Consolidated Statements of Operations.

The Company was charged a commitment fee of 0.30% on

the unused portion of the $70.0 million senior secured revolving
facility. For the year ended December 31, 2007, the Company was
charged approximately $0.1 million in commitment fees, which
has been inciuded in Other expense on the Ceonsolidated Statements
of Operations.

Under the Credit Agreement, substantially all of the Company's
material subsidiaries, other than its foreign subsidiaries, registered
broker-dealer subsidiaries and subsidiaries thereof, guarantee the
repayment of loans made pursuant to the credit facilities. Pursuant
to the Credit Agreement, the credit facilities have been secured by
substantially all of the assets of the Company.

The Credit Agreement includes customary representations, warranties,
affirmative and negative covenants (including, among others, limita-
tions on certain payments, investments and transactions) and events
of default. It alsc contains financial covenants tied to the maintenance
of financial ratios and metrics. These obligations may limit certain
activities of the Company, including, but not limited to, certain
mergers, acquisitions or dispositions of assets, repurchases of shares
and payment of dividends, each above certain threshelds as set forth
in the Credit Agreement.
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NOTE 10 Direct Edge ECN

NOTE 11 Stock-Based Compensation

Alter the close of business on july 23, 2007 and Septemnber 28, 2007
(the latter being “the Deconsolidation Date”), Direct Edge Holdings
issued equity interests to Citadel Derivatives Group LLC ("Citadel ) in
exchange for cash. Immediately following the September 28, 2007
iscuance to Citadel, the Company and Citadel sold a porticn of their
eqjuity interests in Direct Edge Holdings to The Goldman Sachs Group,
In:z. for cash.

As a result of these transactions, the Company no longer controls
Direct Edge and, as such, as of the Deconsolidation Date it is no longer
a -onsolidated subsidiary. The Company’s investrment in Direct Edge is
accounted for under the equity method foltowing the Deconsolidation
Date, and is included in Strategic investments on the December 31, 2007
Consolidated Statement of Financial Condition.

As Direct Edge was a subsidiary of the Company prior to the Decon-
sclidation Date, the results of its operations through the Deconsolidation
Date are included in the Consolidated Statements of Operations for
al periods presented. The Company recorded a minority interest
benefit of $337,000 which represents Citadel’s mincrity interest share
of Direct Edge’s pre-tax losses for the period July 24, 2007 through
the Deconsolidation Date. This amount has been included within

O her expense on the Consolidated Statements of Operations for
this period. For periods following the Deconsolidation Date, the
Company's share of Direct Edge's income and lasses are included in
Investment income and other, net on the Consolidated Statements
of Operations.

As a result of Direct Edge Holdings' issuance of equity interest to
Citade), during 2007 the Company recognized, pursuant to SEC Staff
Accounting Bulletin Topic 5-H, a pre-tax non-operating gain from
subsidiary stock issuance of $8.8 million in the third quarter of 2007.
The Company also realized a pre-tax gain of $4.2 million from the sale
of a portion of its interest in Direct Edge Holdings to The Goldman
Sechs Group, Inc., which is included in Investment income and other,
ne:t for the year ended December 31, 2007,

The Company has established the Knight Capital Group, inc. 1998
Long Term incentive Plar, the Knight Capital Group, Inc. 1998 Non-
employee Director Stock Option Plan, the Knight Capital Graup,

Inc. 2003 Equity Incentive Plan and the Knight Capital Group, Inc.
2006 Equity Incentive Plan (the “2006 Plan") (collectively, the “Stock
Plans”}. The purpose of the Stock Plans is to provide long-term
incentive compensation to employees and directors of the Company.
The Stock Plans are administered by the Compensation Committee of
the Company’s Board of Directors, and allow for the grant of options,
stock appreciation rights {2006 Plan only), restricted stock and
restricted stock units {collectively, the “awards”), as defined by the
Stock Plans. The Stock Plans limit the number of awards that may be
granted to a single individual as well as limit the amount of options,
stock appreciation rights (2006 Pian only) or shares of restricted stock
or restricted stock units that may be awarded. As of December 31, 2007,
the Company has not issued any stock appreciation rights or restricted
stock units.

Restricted Shares

Eligible employees receive restricted shares as a portion of their total
compensation. Restricted share awards generally vest ratably over
three years. The Company has the right to fully vest employees in
their awards upon retirement and in certain other circumstances.
Awards are otherwise canceled if employment is terminated before
the end of the relevant vesting period.

The Company measures compensation cost related to restricted
shares based on the fair value of the Company’s common stock at
the date of grant, which the Stock Plans define as the average of

the high and low sales price on the business day prior to the grant
date. In 2007, 2006 and 2005, the Company recorded compensatiorn
expense relating to restricted shares of $25.4 miilion, $14.0 million
and $13.4 million, respectively, all of which has been included in
Employee compensation and benefits on the Consolidated Statements
of Operations. The total income tax benefit recognized on the
Consolidated Statements of Operations refated to restricted shares
was $10.1 million, $5.6 million and $5.4 million in 2007, 2006 and
2005, respectively.

The following table sumrnarizes restricted share activity in 2007 and
2006 (shares in thousands):

2007 2006

Nurmber of Weighted-Average Nurrber of Weighted-Average

Restricted Shares  Grant Date Fair Value Restricted Shares  Grant Date Fair Value

Outstanding at January 3 27111 $11.55 3,026.7 51031
Granted 2,564.4 18.20 1,093.9 13.42
Vested (1,416.8) 13.86 {995.7) 10.25
Sirrendered (209.8) 14.06 {413.8) 10.54
Outstanding at December 31 $15.19 2,711 $11.55

3,648.9
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The weighted-average fair value of restricted shares granted in 2007,
2006 and 2005 was $18.20, $13.42 and $9.80, respectively. Based
upon the value at date of vest, the cumulative fair value of restricted
shares that vested in 2007, 2006 and 2005 was $22.9 million,

$13.3 million and $9.7 million, respectively.

There is $37.2 million of unamortized compensation related to
the unvested restricted shares outstanding at December 31, 2007.
The cost of these unvested restricted shares is expected to be
recognized over a weighted average life of 1.4 years.

Stock Options

The Company’s policy is to grant options for the purchase of shares
of Class A Common Stock at not less than market value, which the
Stock Plans define as the average of the high and low sales price
on the business day prior to the grant date. Options generally vest
ratably over a three or four-year period and expire on the fifth or
tenth anniversary of the grant date, pursuant to the terms of the
applicable option award agreement. The Company has the right to
fully vest employees in their awards upon retirement and in certain
other circumstances. Awards are otherwise canceled if employment
is terminated before the end of the relevant vesting peried. The
Company's policy is to issue new shares upon share option exercises
by its employees.

The fair value of each option granted is estimated as of its respective
grant date using the Black-Scholes option-pricing model. Stock
options granted have exercise prices equal to the market value of
the Company’s common stock at the date of grant as defined by the
Stock Plans. The principal assumptions utilized in valuing options and

the methodology for estimating such model inputs include: 1) risk-
free interest rate — estimate is based on the yield of U.S. zero coupon
securities with a maturity equal to the expected life of the option;

2) expected volatility — estimate is based on several factors including
implied volatility of market-traded options on the Company’s common
stock on the grant date and the historical volatility of the Company's
common stock; and 3) expected option life — estimate is based

on internal studies of historical experience and projected exercise
behavior based on different employee groups and specific option
characteristics, including the effect of employee terminations. Based
on the results of the model, the weighted-average fair value of the
stock options granted in 2007, 2006 and 2005 was $6.09, $4.63
and $4.03, respectively. The weighted-average assumptions used
were as follows:

2007 2006 2005
Dividend yield 0.0% 0.0% 0.0%
Expected volatility 40.0% 40.0% 40.0%
Risk-free interest rate 4.3% 4.7% 35%
Expected life {in years) 35 35 35

The Company recorded compensation expense relating to options
of $5.7 million and $6.8 million in 2007 and 2006, respectively, all
of which was recorded in Employee compensation and benefits on
the Consclidated Statements of Operations. The total income tax
benefit recognized on the Consolidated Statements of Operations
related to stock options was $2.3 million and $2.7 million in 2007
and 2006, respectively.

The following table summarizes stock option activity and stock
options exercisable in 2007 (options in millions):

2007
Weighteg- Aggregate Weighted-
Average Intrinsic Average
Number of Exercise Value Remaining

Options Price {in millions) Life {years)
Qutstanding at January 1, 2007 3.8 $ 9.43
Granted at market value 0.6 17.39
Exercised (3.5 6.05
Surrendered (0.2) 13.82
Qutstanding at December 31, 2007 5.7 $12.16 $21.0 6.28
Vested at December 31, 2007 3.4 $i2.11 $19.7 6.17
Awvailable for future grants at December 33, 2007 1.7

*Represents both options and awards available for grant.
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Optibns Quistanding Opticns Exercisable

Weighted-
Average Weighted- Weighted-
Remaining Average Number Average
Cutstanding Contractua! Exercise Exercisable Exercise
Range of Exercise Prices at 12/31/07 Life Price a1 12/31/07 Price
$ 457-% 798 1.0 393 $ 7.09 0.8 $ 6,89
$ 802-§ 9.84 1.2 5.68 9.41 0.7 9.3
$990-% 994 0.5 7.25 9.90 0.0 9.94
$:0.24 - $10.30 1.0 6.84 10.24 1.0 10.24
$:0.31-%16.32 1.0 7.47 13.33 0.5 12,99
$°6.43-37138 1.0 6.98 22.14 04 29.06

The aggregate intrinsic vatue is the amount by which the closing
piice of the Company’s common stock of $14.40 exceeds the
eyercise price of the stock options multiplied by the number of
shares at December 31, 2007. The total intrinsic value of options
exercised in 2007, 2006 and 2005 was $37.9 million, $46.1 million
and $15.9 million, respectively. Cash received from the exercise of
stock options in 2007 totaled $21.1 miliion.

There is $5.5 million of unrecognized compensation related to the

The charges in 2006 primarily reiated to costs associated with excess
real estate capacity at the Company's 545 Washington Boulevard
facility in Jersey City, N.J. The charges in 2005 consist of $4.5 mil-
lion of costs associated with excess real estate capacity and a
writedown of fixed assets related to the move from the Company’s
525 Washington Boulevard facility in Jersey City, N.J., and $5.5 mil-
lion in costs associated with excess real estate capacity at the

545 Washington Boulevard facility.

unvested stock options outstanding ai December 31, 2007. The cost
o’ these urwested awards is expected to be recognized over a

NOTE 14 Regulatory Charges and Related Matters

weighted average life of 1.1 years.

NOTE 12 Employee Benefit Plan

The Company sponsors a 401(k) profit sharing plan (the "Plan”) in
which substantially all of its employees are eligible to participate.
Under the terms of the Plan, the Company is required to make annual
contributions to the Plan equal to 100% of the contributions made by
its employees, up to annual limits. The total expense, from continuing
oderations, recognized with respect to the Plan and included in
Eimployee compensation and benefits on the Consoclidated Statements
0" Operations, was as follows (in millions):

Fer the years ended December 379,

2007 $4.4
2006 41
2005 33

NOTE 13 Writedown of Assets and Lease Loss Accrual

The Writedown of assets and lease loss accrual during 2007, 2006
ad 2005 were ($2.5 million}, $8.5 million, and $10.1 million,
respectively. The benefit in 2007 was primarily related to an adjust-
ment of previously recognized lease losses with respect to the
Company's 545 Washington Boulevard property in Jersey City, N.J.
Dusing 2007, the Company entered into two sub-lease agreements
for a portion of the premises for which it had previously recorded a
lease loss accrual. The lease loss accrual was adjusted based on the
dfference between the actual terms of the sub-leases and

the assumptions previously used in the calculation of the lease

less accrual.
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In 2006, the Company received a request from the staff of the SEC
for voluntary production of certain documentation related to options
activities of its former Derivative Markets business segment which,
prior t¢ its sale by the Company in December 2004, was primarily
operated through Knight Financial Products LLC. The Company
believes this request is part of a broader review by the staff of the SEC
regarding certain trading practices in the options industry during the
period from 1999 to 2005. The Comnpany responded to this request
and is cooperating with the staff of the SEC and certain regional
exchanges to resolve this matter. During 2007, the Company recorded
a charge of $1.4 million, net of tax relating to this matter. This charge
has been reported in (Loss) income from discontinued operations, net
of tax on the Consolidated Statements of Operations.

As disclosed in the Company’s Form 10-K filing for the year-ended
December 31, 2005, and in subsequent SEC filings in May 2006,
Deephaven announced that it had concluded a settlement with

the SEC in connection with trading activity associated with certain
Private Investments in Public Equities ("PIPEs”}. Without admitting
or denying the allegations in the SEC's complaint, and as part of
the settlement, Deephaven was required to disgorge approximately
$2.7 million, pay approximately $343,000 in pre-judgment interest
and pay approximately $2.7 million as a civil penalty, In May 2006,
the amounts were paid to the Clerk of the Court. The settlement
resolved the matters for which Deephaven received the Wells Notice
from the staff of the SEC in June 2005. In 2005, the Company
recorded a total pre-tax charge of $5.7 million relating to this
matter. Such charges are included in Regulatory charges and
related matters on the Consolidated Staternents of Operations.

The Company did not record a tax benefit for the $2.7 million civil
penalty portion of this settlement.

68 < 2007 Annual Repor:




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 15 Income Taxes

The Company and its subsidiaries file a consolidated federal income
tax return as well as combined state income tax returns in certain
jurisdictions. In other jurisdictions, the Company and its subsidiaries
file separate company income tax returns,

The provision (benefit} for income taxes from continuing operations
consists of {in millions}:

2007 2006 2005
Current:
U.S. federal $73.4 $106.6 $38.1
State and local 131 7.9 (2.2)
Non U.5, 4.4 7.4 -
90.9 121.9 359
Deferred:
U.5. federal (12.5) (27.0) 1.3
State and local (0.7) 32 1.7
Non U.S. (0.1) 0.1 -
(13.3) {23.7) 3.0
Inceme tax expense from
continuing cperations $776 $ 98.2 $389

The preceding table does not reflect the tax effects of unrealized

gains on available for sale securities, which was recorded directly in
Stockholders’ equity. Stockholders® equity decreased by $7.1 million

in 2005, as a result of the tax effects of unrealized gains on available
for sale securities and increased by $7.1 million in 2006 as such
securities were sold. These tax effects are reported in the Consolidated
Statements of Changes in Stockholders™ Equity as a component of
Accumulated other comprehensive income, net of tax.

The following table reconciles income tax expense (benefit} from
continuing operations at the U.S, federal statutory rate to the
Company’'s Income tax expense (In millions);

2007 2006 2005

.S, federal income tax expense

at statutory rate $70.4 $89.8 $36.8
U.S. state and local income tax expense

(benefit), net of U.S. federal

income tax effect 8.1 7.2 (0.3)
Non U.5., net 0.6 - -
Nondeductible charges 0.6 0.5 1.5
Other, net {2.1) 0.7 0.9
Income tax expense $77.6 $98.2 $38.9

Included within Nondeductible charges in the above table is the effect
of the $2.7 million in penalties in 2005, related to the regulatory
charges described in Footnote 14, “Regutatory Charges and Related
Matters,” for which no tax benefits were recorded.

Deferred income taxes reflect the net tax effects of temporary differ-
ences between the financial reporting and tax bases of assets and
liabilities and are measured using the enacted tax rates and laws
that will be in effect when such differences are expected to reverse.
Significant components of the Company's deferred tax assets and
liabilisies at December 31, 2007 and 2006 are as follows (in millions):

2007 2006
Deferred tax assets:
Employee compensation and benefit plans $480 $31.6
Fixed assets and other amortizable assets 30 2.8
Reserves 10.3 94
valuation of investments 1.8 2.5
Net operating loss carryforwards 40.7 426
Less: Valuation allowance on net operating
loss carryforwards {40.1) (41.9)
Total deferred tax assets 63.7 47.0
Deferred tax liabilities:
Fixed assets and other amortizable assets 14.0 13.3
Valuation of investments 2.7 -
Jotal deferred tax liabilities 16.7 13.3
Net deferred tax assets $47.0 $33.7

At December 31, 2007, the Company had U.S. federal net operating
loss carryforwards, resulting from acquisitions, of $37.4 million. The
Company recorded a related deferred tax asset of $13.1 million as of
December 31, 2007, and an offsetting valuation allowance as sub-
stantially all of these net operating loss carryforwards are considered
more likely than not to expire unutilized. These carryforwards are
subject to annual limitations on utilization and will begin to expire

in 2019.

At December 31, 2007, the Company had state net operating loss
carryforwards of $63.6 million of which $33.5 million resulted from
acquisitions. The Company recorded a related deferred tax asset of
$3.6 million as of December 31, 2007, and an offsetting valuation
allowance of $2.8 million for those net operating loss carryforwards
considered more likely than not to expire unutilized. Certain of these
carryforwards are subject to annual limitations on utilization and they
will begin to expire in 2011.

At December 31, 2007, the Company had U.K. net operating loss
carryforwards of $80.7 million. The Company recorded a related
deferred tax asset of $24.2 million as of December 31, 2007, and
an offsetting valuation allowance as these net operating loss carry-
forwards are considered more likely than not to remain unutilized.
These net operating losses may be carried forward indefinitely.

Effective Ianuary 1, 2007, the Company adopted FIN 48. The
Company recognized nc material adjustment in the liability for
unrecognized income tax benefits as a result of the implementation
of FiN 48. At the adoption date of January 1, 2007, the Company had
$0.9 million of unrecognized tax benefits and at December 31, 2007,
the Company had $0.7 million of unrecognized tax benefits, all of
which would affect the Company’s effective tax rate if recognized.
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As of December 31, 2007, the Company is subject to U.S. Federal
income tax examinations for the tax years 2005 and 2006, and to
non U.S. income tax examinations for the tax years 2002 through
2005. In addition, the Company is subject to state and local income
tax examinations in various jurisdictions for the tax years 2000
through 2006. The final outcome of these examinations is not yet
determinable. However, the Company anticipates that agjustments
to the unrecognized tax benefits, if any, will not result in a material
crange to the results of operations or financial condition.

The Company's policy for recording interest and penalties associated
with audits is to record such items as a component of Income from
cantinuing operations hefore income taxes. Penalties are recorded in
Cther expenses and interest paid or received is recorded in Interest,
net, in the Consolidated Statements of Operations.

of this adjustment and other expenses related to the sale resulted in
income of $122,000, net of tax, in 2005. As described in Foatnote 14,
"Regulatory Charges and Related Matters,” the Company recorded

a charge of $1.4 million, net of tax, related to a regulatory matter
involving the Derivative Markets segment in 2007,

The revenues and results of operations of the discontinued operations
for 2007, 2006 and 2005 are summarized as follows {in millions):

2007 2006 2005
Revenues - $- $ -
Pre-tax.lass from discontinued operations $(2.1) 3- [
Pre-tax gain on sale of Derivative Markets
business, net of transaction related costs - - 0.2
Income tax {benefit) expense (0.6) - 0.1
{Loss) income from discontinued operations,
net of tax $(1.4) $- $0.1

MOTE 16 Discontinued Operations

The Company completed the sale of its Derivative Markets business
> Citigroup in December 2004, In accordance with SFAS 144, the
results of the Derivative Markets segment, the revenues and expenses
associated with these businesses as well as all costs associated

vith the sale transaction have been included in {Loss) income from
ciscontinued operations, net of tax on the Consolidated Statements
cf Operations for all periods presented. The final purchase price was
subject to adjustment based on the final determination of the book
value of the Derivative Markets segment at the time the deal closed.
The final determination of hock value occurred in the first quarter of
2005, at which time the adjustment was recognized, The result

NOTE 17 Earnings per Share

Basic earnings per common share ("EPS"} has been calculated by
dividing net income by the weighted average shares of Class A
Common Stock outstanding during each respective period. Diluted
EPS reflects the potential reduction in EPS using the treasury stock
method to reflect the impact of common stock equivalents if stock
options were exercised and restricted stock awards were to vest.

The fallowing is a reconciliation of the numerators and denominators
of the basic and diluted earnings per share computations far 2007,
2006 and 2005 (in millions, except per share data):

Far the years ended December 31, 2007 2006 2005

Numerator/ Denominator/ Numerator/ Cenominator/ Numerator/ Denominator/

Net Income Shares Net Income Shares Net Income Shares
Income and shares used in basic calculations $122.2 §7.1 §158.3 101.4 $66.4 103.5
Effect of dilutive stock based awards - 3.7 - 48 - 34
Inceme and shares used in diluted calculations $122.2 100.8 $158.3 106.2 $66.4 106.9
Easic earnings per share $1.26 $1.56 $0.64
Diluted earnings per share $1.21 $1.49 10.62

The above calculations exclude options that could potentially dilute
EPS in the future but were antidilutive for the periods presented.

The number of such options excluded was approximately 1.1 miilion,
0.5 million and 5.2 million in 2007, 2006 and 2005, respectively.
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NOTE 18 Comprehensive Incéme

Comprehensive income includes net income and changes in equity
except those resulting from investments by, or distributions to,
stockholders. Comprehensive income is as follows {in millions):

For the years ended December 31, 2007 2006 2005
Net income $122.2 $158.3 $66.4
Cther comprehensive income, net of tax:
Net unrealized gains on
investment securities held as
available-for-sale - - 10.4
Realization of gains on sales of
investment securities held as
available-for-sale ‘ - {10.4) -
Total comprehensive income, net of tax $122.2 $128.0 $76.7

Totals may not add due to rounding:

Other comprehensive income, net of tax, represents net unrealized
gains on the Company’s strategic investment in the ISE at December 31,
2005 and the subsequent realization of such gains in 2006.

NOTE 19 Significant Clients and Investors

The Company considers significant clients to be those clients who
account for 10% or more of the total U.S. equity doilar value traded
by the Company during the pericd. No client accounted for more than
10% of the total U.S. equity dollar value traded during 2007. One
client accounted for approximately 10.9% and 10.7% of the Company’s
U.S. equity dollar value traded during 2006 and 2005, respectively.

The Company censiders significant investors to be those investors
who account for 10% or more of assets under management in
the Deephaven Funds. One investor accounted for more than
10% of the Deephaven Funds’ asset under management as of
December 31, 2007. No investor accounted for more than 10%
of the Deephaven Funds” asset under management as of
December 31, 2006.

NOTE 20 Commitments and Contingent Liabilities

As described in Footnote 2 *Significant Accounting Policies,” if a
Deephaven fund which has a six-month perfermance period incurs
losses in the performance period ended December 31, the Company
may make the determination, at its sole discretion, to return all or a
portion of incentive allocation fees collected for the prior six-month
performance period ending June 30 of that year.

Based upon market conditions and industry practice, in August 2007,

‘the Company, at its sole discretion, made the determination that if a

Deephaven fund with a six-month performance period incurs losses

in the performance period ending December 31, 2007, Deephaven
will return all or a portion of the incentive allocation fees collected
from investors in that fund for the six-month performance period
ended June 30, 2007. Of the $68.4 miliion of incentive allocation fees
recorded for the six-month period ended June 30, 2007, Deephaven
repaid approximately $19.0 million in the fourth quarter of 2007.

The Company leases office space under noncancelable operating
leases. Certain office leases contain fixed dollar-based escalation
clauses. Rental expense from continuing operations under the office
ieases was $9.1 million, $8.6 million and $9.2 million in 2007, 2006
and 2005, respectively, and is included in Occupancy and equipment
rentals on the Consolidated Statements of Cperations.

The Company leases certain computer and other equipment under
noncancelable operating leases and has entered into guaranteed
employmant contracts with certain of its employees. As of

December 31, 2007, future minimum rental commitments under

all noncancelable office, computer and equipment leases (“Operating
Leases"”), and guaranteed employment cantracts longer than one year
{”Other Obligations") were as foltows (in millions):

Lease & Contract Obligations

Cperating Other

Leases Obligations Total

Year ending December 31, 2008 $ 114 §28.0 $ 394
Year ending December 31, 2009 11.1 15.4 26.5
Year ending December 31, 2010 10.5 - 10.5
Year ending December 31, 2011 11.0 - 11.0
Year ending December 31, 2012 11.4 - 1.4
Thereafter through October 31, 2021 92.4 - 92.4
$147.9 $43.4 $191.2

In the ordinary course of business, the nature of the Company’s
business subjects it to claims, lawsuits, regulatory examinations and
other proceedings. The Company is subject to several of these matters
at the present time. The results of these matters cannot be predicted
with certainty, and we cannot estimate a possible range of loss for
these matters at this time. There can be no assurance that these
matters will not have a material adverse effect on the Company’s
resuits of operations in any future period and a materia! judgment
could have a material adverse impact on the Company’s financial
condition and results of operations. However, it is the opinion of
management, after consultationiwith legal counsel that, based

on information currently available, the ultimate outcome of these
matters will not have a material adverse impact on the business,
financial condition or operating results of the Company although
they might be material to the operating results for any particular
period, depending, in part, upon operating results for that period,

Operating lease obligations have not been reduced by sub-lease
rentals of $7.1 million due in the future under noncancelable
sub-leases.

During the normal course of business, the Company collateralizes
certain leases or other contractual obligations through letters of credit
or segregated funds held in escrow accounts. As of December 31, 2007,
the Company has provided a letter of credit for $6.0 million, collateral-
ized by U.S. Treasury Bills, as a guarantee for one of the Company’s
lease obligaticns.
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Ir 2003, the Company entered into long-term employment contracts
with certain senicr managers of Deephaven. In December 2006, the
Company entered into new long-term employment agreements

{the “2006 Employment Agreements”) with three senior managers
of Deephaven (the "Deephaven Managers”), two of whom

were parties to the agreements entered intc in 2003, The 2006
Employment Agreements, which became effective on January 1, 2007,
were for three-year terms and included a right of renewal by the
Deephaven Managers through 2012 under certain circumstances.
Tne 2006 Employment Agreements provided profit-sharing bonuses
based on the financial performance of Deephaven. According to

the terms of the 2006 Employment Agreements, the Deephaven
Managers were entitled to receive 50% of the first $60 million,

and 75% thereafter, of pre-tax earnings prior to the profit-sharing
bonuses. Upon entering the 2006 Employment Agreements, the
Deephaven Managers also received one million shares of Knight
restricted common stock, which vest ratably over three years.

Ir connection with entering into the 2006 Employment Agreements,
the Deephaven Managers were also granted an option (the "Option”),
exercisable after January 1, 2008 and until December 31, 2012, and
conditioned on meeting certain requirements, to obtain a 49% interast
ir a new limited liability company (“Deephaven Holdings”) to which
the Company’s interests in Deephaven would be contributed in
e«change for the termination of their new employment agreements
a1d associated profit-sharing bonuses. The agreement also provides
that in the event of a change of control of the Company prior to
December 31, 2012, the Deephaven Managers would have the option
(the "Change of Control Option™), in exchange for the termination
of the 2006 Employment Agreements and associated profit-sharing
banuses, to obtain a 51% interest in Deephaven or, if the Option

has already been exercised, to increase their 49% interest resulting
from the exercise of the Option by an additional 2%. Following

a1y exercise of the Option or Change of Control Option by the
Deephaven Managers, pre-tax earnings prior to profit sharing will be
alocated between Knight and the Deephaven Managers in the same
manner as under the 2006 Employment Agreements. See Footnote 24,
“Subsequent Events” for further discussion relating to the exercise of
the Option by the Deephaven Managers.

In addition, the Company’s foreign registered broker-dealer, KEMIL,
is subject to certain financial resource requirements of the FSA.
The following table sets forth the financial resource requirement at
December 31, 2007 (in millions):

Excess

Financial Resource Financial
Entity Resources Requirement  Resources
KEMIL | $32.4 $17.0 $15.4

NOTE 22 Financial Instruments with Off-Balance Sheet Risk
and Concentrations of Credit Risk

As a market-maker of equities, the majority of the Company's
securities transactions are conducted as principal or riskless principal
with broker-dealer and institutional counterparties primarily located
in the United States. The Company clears the majority of its securities
transactions through clearing brokers. Foreign transactions are settled
pursuant to a global custody and clearing agreement with a major
1J.S. bank. Substantially all of the Company's credit exposures are
concentrated with its clearing brokers and the bank (the “clearing
agents”). These clearing agents may re-hypothecate certain securities
held on behalf of the Company. Additionally, pursuant to the terms
of the agreements between the Company and the clearing agents,
the clearing agents have the right to charge the Company for all
losses that result from a counterparty's failure to fulfill its contractual
obligations. The Company has the ability to pursue collection from

or performance with regard to this right. The Company’s policy

is to monitor the credit standing of the clearing agents and all
counterparties with which it conducts business.

Securities sold, not yet purchased represent obligations to purchase
such securities (or underlying securities) at a future date. The
Company may incur a loss if the market value of the securities
subsequently increases.

The Company currently has no loans cutstanding to any former or
current executive officer or director.

NOTE 21 Net Capital Requirements

NOTE 23 Acquisitions

T1e Company's U.S. registered broker-dealers are subject to the

SzC's Uniform Net Capital Rule, which requires the maintenance of
minimum net capital. As of December 31, 2007, all of the Company's
broker-dealer subsidiaries were in compliance with their capital
alequacy requirements. The following table sets forth the net capital
levels and requirements for the following significant U.5. registered
broker-dealer subsidiaries at December 31, 2007 as filed in their
respective regulatory filings (in millions);

Net Capital Excess
Entity Net Capital Requirement  Net Capital
K=M $894 $8.0 $81.4
KZIM 78.5 1.2 77.3
Direct Trading 129 05 124

During 2006, the Company acquired the following two businesses
within the Global Markets segment for a total of $95.7 million
in cash:

* Hotspot, an electronic foreign exchange marketplace that provides
access to electronic foreign exchange spot trade executions through
an advanced ECN-based platform.

« Knight BondPoint, a privately held firm that provides electronic
access and trade execution products for the fixed income market.

Goodwill and intangible assets recognized upon the closing of
these transactions amounted to $69.8 million and $38.7 million,
respectively. Intangible assets primarily consist of customer relation-
ships and trade names. As these acquisitions were structured as stock
purchases, none of the goodwill is expected to be deductible for tax
purposes. Refer to Footnote 8, “Goodwill and Intangible Assets,” for
further details.

|
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During 2006, the Company paid additional consideration of
$15.5 million with respect to acquisitions made in 2005, which
increased goodwill relating to these acguisitions te $44.0 million,
which is expected to be fully deductible for tax purposes as these
acquisitions were structured as asset purchases for tax purposes.
One final contingent purchase payment of $10.4 million was
made in the third quarter of 2007 with respect to the acguisition
of Direct Trading.

See Footnote 24, “Subsequent Events” relating to the acquisition
of EdgeTrade Inc.

NOTE 24 Subsequent Events

Acquisition of EdgeTrade Inc.

On January 14, 2008, the Company completed the acquisition of
EdgeTrade Inc. {“EdgeTrade”), a privately-held firm for $59.5 million
comprising $29.5 million in cash and approximately 2.3 million shares
of unregistered Knight common stock. EdgeTrade is a leading agency-
only trade execution and algorithmic software firm that allows buy-
and sell-side clients to more effactively source iquidity and manage
the trading process as well as maintain ancnymity, reduce market
impact and lawer transaction €osts.

Exercise of Option by Deephaven Managers

On January 10, 2008, Deephaven Managing Partners, LLC
("Deephaven Partners”), an enfity owned and controlled by the
Deephaven Managers, provided notice to the Company that it was
exercising the Option.

On February 1, 2008, after regulatory and contractual approvals were
received, the Cormpany completed the transaction whereby the Company
coniributed its interest in Deephaven 10 Deephaven Holdings and
Deephaven Partners acquired a 49% interest in Deephaven Holdings
in exchange for the termination of the Deephaven Managers’ 2006
Employment Agreements and asscciated profit sharing bonuses

and an equity contribution of $1 millien to Deephaven Holdings by
Deephaven Partners (the “Deephaven Transaction”). The Deephaven
Transaction did not affect or result in any change to Deephaven’s

role as investment manager to the funds it currently manages, or to
the manner in which Deephaven carries out its duties as investment
manager to those funds.

As part of the Deephaven Trangaction, the Company and Deephaven
Partners entered into a new Limited Liability Company Agreement
{the "New LLC Agreement") for Deephaven Holdings. In addition, the
2006 Employment Agreements terminated and were replaced by new
long-term employment agreements Detween Deephaven Holdings
and each of the Deephaven Managers (the “New Employment
Agreements”). The New Employment Agreements do not include

the profit-sharing bonuses provided under the 2006 Employment
Agreements; however, the Deephaven Managers continue to be
entitled to participate in certain profit pools relating to specific
Deephaven funds. Following the Deephaven Transaction, pre-tax
earnings will be allocated between the Company and, through
Deephaven Partners, the Deephaven Managers in a similar manner
as under the 2006 Employment Agreements. Profit-sharing bonuses
under the 2006 Employment Agreements had been reported in
Employee compensation and benefits on the Company’s Consolidated
Statements of Operations. As a result of the Deephaven Transaction,
beginning in February 2008, profits or losses that are allocated to the
Deephaven Managers will instead be reported as Minority interest on
the Company's Consolidated Statements of Operations and included
as Minority interest on the Company's Consolidated Statements of
Financial Condition.

Under the New LLC Agreement, the Company owns 51% of the
shares in Deephaven Holdings, and Deephaven Partners owns 49%
of the shares. As previously disclosed in a Form 8-K filing dated
December 22, 2006, and subseguent regulatory filings, in the event
of a change of control of the Company prior to December 31, 2012,
Deephaven Partners will have the option (the "Change of Control
Option”) to increase its 43% interest by an additional 2%. Upon
any exercise of the Change of Control Opticn, the Company wilt be
abligated to transfer ownership of 2% of the shares to Deephaven
Partners. The Company is entitled to appoint a majority of the Board
of Managers of Deephaven Holdings until such time as the Change
of Control Option is exercised, at which time Deephaven Partners
will be entitied to appoint a majority of the Board of Managers.

Under the New LLC Agreement, certain corporate actions will require
approval of a "super-majority” of members of the Board of Managers,
including representatives of both Deephaven Partners and us. Neither
party is permitted to transfer any of its interests in Deephaven Holdings
to any unaffiliated third person without the consent of the other party.
Any sale of Deephaven Holdings requires either {x) the consent of the
holders of 75% of the shares or (y} if the aggregate consideration is
in excess of $450 million, the approval of only Deephaven Partners
{subject to a right of first refusal for the benefit of the Company).
Pursuant to the New LLC Agreement, proceeds from any sale or
liquidation of Deephaven or Deephaven Holdings will be allocated
among the Company and Deephaven Partners based upon a fermula
that takes into account their capital accounts at the time of such sale
or liquidation and relative profit sharing percentages over a defined
period of time,

For additional information on the transaction, see Supplementary
Schedule | included in this Annual Report.
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Closing of Deephaven Event Fund

01 January 31, 2008, Deephaven announced that it had concluded
that it is in the best interests of investors in the Deephaven Event
Fund LLC and the Deephaven Event Fund Ltd. {colfectively, the *Event
Fund™) that the Event Fund return investors’ capital. The decision to
return investors’ capital in the Event Fund occurred after a review

by Deephaven of the Event Fund and the Event Fund’s viabiiity

gizen the current macro-economic environment, performance over
the preceding nine months, ceclining investor interest in event-
driven investment strategies and significant levels of redemption
rezuests in the Event Fund. Substantive changes in macro-economic
circumstances in the U.S. have resulted in a reduction in the types of
opportunities that Deephaven would ordinarily pursue as components
of the Event Fund’s core event-driven strategy and the conclusion
that the Event Fund's care investment strategy is unlikely to produce
the type of investment results Deephaven and its investors might
expect over the short and intermediate term. As a result, redemptions
in the Event Fund were suspended with immediate effect and
Deephaven began an orderly process to reduce trading positions

to cash and return investors’ capital as promptly as reasonably
practicable. Beginning February 1, 2008, and through the period of
tire Daephaven is returning investors’ capital, no management or
inzentive allocation fee will be charged to investors in the Event Fund.

NOTE 25 Business Segments

The Company currently has twa operating business segments, Asset
Management and Global Markets as well as a Corporate segment.
The Asset Management segment consists of investment management
and sponsorship of the Deephaven Funds. The Global Markets
segment provides market access and trade execution services in
nearly every U.S. equity security and a large number of international
securities, futures, options, foreign exchange and fixed income. The
Global Markets segment offers high quality trade executions through
natural liquidity, capital facilitation and trading technology, with
comprehensive products and services that support alpha creaticn

and capital formation. The Corporate segment includes all corporate
overhead expenses and investment income earned cn strategic
investments, subsidiary stock issuance and partial sale of Direct Edge,
and the Company’s corporate investment as & limited partner or
non-managing member in the Deephaven Funds. Corporate overhead
expenses primarily consist of compensation for certain senior
executives and other individuals employed at the corporate holding
company, legal and other professional expenses relating to corporate
matters, directors’ fees, investor and public relations expenses and
directors’ and officers’ insurance.

Tke Company's revenues, income from continuing operations before income taxes and total assets by segment are summarized below (amounts

in miflions).
Asset Global Consolidated
Management Markets Corporate Total
For the year ended December 31, 2007;
fievenues $118.2 $ 7514 $ 35.7 § 9053
Income from continuing operations before income taxes i6.5 180.4 43 201.2
Total assets 170.8 1,433 152.0 1,755.8
Fo- the year ended December 31, 2006:
Fevenues 32149 3 6748 $ 666 $ 956.3
I9come from continuing operations before income taxes 74.8 150.3 31.4 256.5
Total assets 1991 1,670.3 158.8 2,028.2
fo-the year ended Decernber 31, 2005:
Fevenues { 89.8 $ 4709 $ 742 $ 6348
Income fram continuing operations before income taxes 20.8 351 49.3 105.2
Total assets g82.4 996.1 3375 1,416.0

Totals may not add due to rounding.
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NOTE 26 Condensed Financial Statements of Knight Capital Group, Inc. {parent only)

Presented below are the Condensed Statements of Financial Condition, Operations and Cash Flows for the Company on an unconsolidated basis.

Statements of Financial Condition
Knight Capital Group, Inc. (parent only)

December 31, 2007 2006
{In thousands)
Assets
Cash and cash equivafents § 43,759 3 4,907
Securities owned, at market value 6,400 6,343
investments in subsidiaries, equity method 831,591 908,407
Fixed assets and leasehold improvements, at cost, less accumulated depreciation
and amortization of $132 in 2007 and $31in 2006 191 279
Investments in Deephaven sponsored funds 83,732 110,919
Receivable from Deephaven sponsored funds 85,000 -
Strategic investments 54,603 49,050
Other assets 29,209 22,029
Total assets $1,134,485 $1,101,934
Liabilities and Stockholders’ Equity
Liabilities
Accrued compensation expense $ 21,710 § 21314
Accrued expenses and other liabilities 10,094 3,173
Payable to subsidiaries 123,276 95,798
Income taxes payable 24,027 19,162
Long term debt 70,000 —
Total liabilities ' 246,107 139,447
Total stockholders’ equity 885,378 962,487
Total liabilities and stockhclders’ equity $1,134,485 $1,101,934

The accompanying notes are an integral part of these condensed financial statements.

Statements of Operations
Knight Capital Group, Inc. {parent only)

For the years ended Oecember 31, 2007 2006 2005
{In thousands}
Revenues
Corporate management fees § 28,165 $ 28,000 $24,261
Investment income and other, nel 22,470 14,694 8,636
Total revenues f 50,635 42,694 32,897
Expenses
Employee compensation and benefits 20,505 20,915 14,327
Professicnal fees 6,492 10,161 6,512
Business development 432 597 460
Qther 3,815 3,785 4,793
Total expenses 31,244 35,458 26,092
Income before income taxes and equity in earnings of subsidiaries 19,391 7,236 6,805
Income tax expense {benefit) . 5,062 444 {1,033)
income before equity in earnings of subsidiaries 14,329 6,792 7,838
Equity in earnings of subsidiaries 107,614 151,554 58,522
Net incorme $122,240 $158,346 $66,360

The accompanying notes are an integral part of these condensed financial statements.
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Statements of Cash Flows
Knight Capital Group, Inc. (parent only}

Fcr the years ended Decernber 31, 2007 2006 2005
(Ir thousands)
Cash flows from operating activities
Net income $ 122,240 $ 158,346 $ 66,350
Adjustments to reconcile net income to net cash provided by operating activities
Cquity in earnings of subsidiaries (107,911) {151,554) (58,522}
Jepreciaton and amortization 239 71 40
stock-based compensation 4,539 3,998 2,851
ncome tax benefit on stock awards exercised - - 6,626
Jnrealized gains on investments in Ceephaven sponsored funds (17,786} {12,669) (6,84%)
Jnrealized {gain) loss on strategic investments {688) 1,119 748
{Ir crease) decrease in operating assets
ecurities owned (57) 2,013 540
Jther assets {7,314) (3.790; 8,320
Increase (decrease} in operating liabilities
Accrued compensation expense 39% 8,406 {8,516)
Accrued expenses and other liabilities 6,921 568 66
Payable to subsidiaries 55,612 20,296 102,509
Income taxes payable 4,865 {5,746) {21,206)
Net cash provided by operating activities 61,056 21,058 93,967
Cash flows from investing activities
Purchases of fixed assets and leasehold improvements I (14) {310) -
Redemptions in Deephaven sponscred funds 35,000 18,575 5,000
Investment in Deephaven sponsored funds - (1,310} {55,000)
Proceeds from sale of strategic investments 5,534 - 1,166
Purchases of strategic investments (10,400) (38,7509 (3,650)
Dividends received from subsidiaries 129,324 250,514 38,995
Cepital contributions to subsidiaries (21,252) (235,735) {143,849)
Net cash provided by (used in) investing activities 138,192 (6,016) (157,338)
Czsh flows from financing activities
Stock options exercised 21,075 26,787 22,517
Income tax benetit on stock awards exercised 15,172 19,405 -
Proceeds from long term debt borrowing 70,000 - -
Lest of common stock repurchased {266,643) (75,959) {147,016)
Net cash used in financing activities (160,396} (29,767) {124,499)
In¢ rease {decrease) in cash and cash equivalents 38,852 (14,725) {187,870)
Cash and cash equivalents at beginning of the year 4907 19,632 207,502
Cash and cash equivalents at end of the year $ 43,759 § 4,907 $ 19,632
Suoplemental disclosure of cash flow infarmation:
Cash paid for interest $ 97 3 408 $ 576
Cash paid for income taxes } 66,826 $102,747 $ 52,563

Thz accornpanying notes are an integral part of these condensed financial staternents.

Notes to Condensed Financial Statements
Knight Capital Group, Inc. (parent only)

A. General

The condensed financial statements of Knight Capital Group, In¢.
{parent only; the “Parent Company”) should be read in conjunction
with the Consolidated Financial Statements of the Company and the
notes thereto,

B. Income taxes
As stated in Footnote 15, “Income Taxes”, the Company and its
subsidiaries file a consolidated federal income tax return as well as
combined state income tax returns in certain jurisdictions. In other
jurisdictions, the Company and its subsidiaries file separate income
tax returns. As such, both federal and state income taxes attributable
to subsidiaries are accrued at the subsidiary level and are therefore,
included in Equity in earnings of subsidiaries on the Condensed
Financial Statements. Income tax expense (benefit) included on the
Parent Company’s Condensed Statements of Operations represents
only the incorne taxes attributable ta the Parent Company.

I
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MANAGEMENT’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

Knight Capital Group Inc.’s (“Knight”) management is responsible for
establishing and maintaining adequate internal control over financial
reporting. Internal control over financial reporting is defined in Rule
13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934,
as amended, as a process designed hy, or under the supervision of,
the company's principal executive and principal financial officers and
effected by the company’s board of directors, management and other
personne! 1o provide reasonable assurance regarding the refiability

of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting
principles and includes those policies and procedures that:

« pertain to the maintenance of records that, in reasonable detall,
accurately and fairly reflect the transactions and dispositions of the
assets of Knight;

« provide reasonable assurance that transactions are recorded as
necessary 1o permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with
authorizations of management and directors of Knight; and

» provide reasonable assurance regarding prevention or timely detec-
tion of unauthorized acquisition, use or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent fimitations, internal control over financial
reporiing may not prevent or detect misstatements. Projections of
any evaluation of effectiveness to future periads are subject to the
risks that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

Management assessed the effectiveness of Knight's internal contraf
over financial reporting as of December 31, 2007. In making this
assessment, management used the criteria set forth by the Committee
of Sponsoring Organizations of the Treadway Commission in Internal
Controf - Integrated Framework.

Based on our assessment, Knight's management has concluded
that, as of December 31, 2007, internal conirol over financial
reporting is effective.

The effectiveness of Knight's internal control over financial
reporting as of December 31, 2007 has been audited by
PricewaterhouseCoopers LLP, an independent registered public
accounting firm, as stated in their report which appears herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and the Shareholders of
Knight Capital Group, Inc.:

In our opinion, the consolidated financial statements listed in the
accompanying index present fairly, in all material respects, the
financial position of Knight Capital Group, Inc. and its subsidiaries
(the "Company”} at December 31, 2007 and December 31, 2006,
angl the results of its operations and its cash flows for each of the
three years in the period ended December 31, 2007 in conformity
wit1 accounting principles generally accepted in the United States

of America. Also in our opinion, the Company maintained, in all
ma-erial respects, effective internal control over financial reporting
as of December 31, 2007, based on criteria established in Internaf
Control — Integrated Framework issued by the Committee of
Spensoring Organizations of the Treadway Commission (COSO).

The Company’s management is responsible for these financial state-
ments and maintaining effective internal control over financial report-
ing and for its assessment of the effectiveness of internal control
ove- financial reporting, included in Management’s Report on
Internal Control over Financial Reporting appearing on page 77. Qur
responsibility is to express opinicns on these financial statements and
on the Company's internal control over financial reperting based on
our integrated audits. We conducted our audits in accerdance with
the standards of the Public Company Accounting Oversight Board
(United States). Those standards reguire that we plan and perform
the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement and whether effective
inte-nal control over financial reporting was maintained in all material
respects. Our audits of the financial statements included examining,
on @ test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating

the verall financial statement presentation. Qur audit of internal
control over financial reporting included obtatning an understanding
of ir ternal control over financial reperting, assessing the risk that a
material weakness exists, and testing and evaluating the design and
operating effectiveness of internal control based on the assessed risk.
Our audits also included performing such other procedures as we
considered necessary in the circumstances. We believe that our
audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting
principles. A company's internal control over financial reporting includes
those palicies and procedures that (i} pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (i} provide
reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations
of management and directors of the company; and (i} provide
reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company's assets
that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes

in conditions, or that the degree of compliance with the policies or
procedures may deteriorate,

Risantidinss Copuce. L1P

PricewaterhouseCoopers LLP
New York, New York
February 28, 2008

Kright Capital Group, In¢. > 78 < 2007 Annual Report




SUPPLEMENTARY SCHEDULE | - UNAUDITED CONDENSED CONSOLIDATED
PRO FORMA FINANCIAL INFORMATON

For a description of the Deephaven Transaction, see Footnote 24,
"Subsequent Events.”

The following unaudited Pro Forma Cendensed Consolidated
Financial Information for the Company updates the Form 8-K filed
on February 7, 2008, regarding the exercise of the Option by
Deephaven Partners and reflects the balances as of and for the
year ended December 31, 2007.

The unaudited Pro Forma Condensed Consolidated Statement of
Financial Condition of the Company as of December 31, 2007
gives effect to the Deephaven Transaction as if it had occurred
on December 31, 2007 and the unaudited Pro Forma Condensed
Consolidated Statement of Operations for the year ended
December 31, 2007 gives effect to the Deephaven Transaction as
if it had occurred on January 1, 2007 {collectively, the “Pro Forma
Condensed Consolidated Financial Statements”).

Knight Capital Group, Inc.
Pro Forma Condensed Consolidated Statement
of Financial Condition (unaudited)

The unaudited Pro Forma Condensed Consolidated Financial
Statements have been prepared by the Company’s management

and are provided for informational purposes only. The unaudited Pro
Forma Condensed Consolidated Financial Statements do not purport
to reflect the results of operations that would have existed or occurred
had such transaction taken place on the date indicated, nor do they
purport to reflect the financial condition or results of operations that
will exist or occur in the future. The unaudited Pro Forma Condensed
Consolidated Financial Statements, including the notes thereto,

are qualified in their entirety by refesence to, and should be read in
conjunciion with, the Company’s historical Consolidated Financial
Statements and the Notes thereta included in this Annual Report.

Adjustments
December 31, 2007 As Reperted (Note 1) Pro forma
(In thousands})
Assets
Cash and cash equivalents § 222,435 $1,000 $ 223,435
Securities owned, held at clearing brokers, at market value 412,565 412,565
Receivable from brokers and dealers 382,544 382,544
Asset management fees receivable 27,588 27,588
Investment in Deephaven sponsored funds 83,732 83,732
Receivable from Deephaven sponsored funds 85,000 85,000
Fixed assets and leasehold improvements, at cost, less accumulated depreciation and amortization 62,073 62,073
Strategic investments 73,704 73,704
Goodwill 132,832 132,832
Intangible assets, less accumulated amortization 57,845 57,845
Deferred compensation investments 85,504 85,504
Other assets 125,991 129,991
Total assets $1,755,813 §1,000 $1,756,813
Liabilities and Stockholders’ Equity
Liabilities
Securities sold, not yet purchased, at market value $ 335,280 3 - $ 335,280
Payable to brokers and deaters 117,001 117,001
Accrued compensation expense 228,275 228,275
Accrued expenses and other liabilities 119,879 119,879
Long term debt 70,000 70,000
Total liabilities 870,435 - 870,435
Minority interest in consolidated subsidiaries - 1,000 1,000 .
Stockholders’ equity
Class A Common Stock 1,509 1,509
Additional paid-in capital 587,025 587,025
Retained earnings 934,099 G34,099
Treasury stock, at cost {637,255) (637,255}
Total stockholders' equity 885,378 - 885,378
Total liabilities and stockholdeérs’ equity $1,755,813 $1,000 $1,756,813

See accompanying notes to pro forma condensed consolidated financial statements.
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Knight Capital Group, Inc.
Pro Forma Condensed Consolidated
Statement of Operations (unaudited)

Adjustm.ems
FE' the year ended Decernber 31, 2007 As Reported {Note 2) Pro Forma
{In thousands, except per share amounts)
Re venues
(_ommissions and fees $447,495 3 - $447,495
Het trading revenue 286,199 286,199
Asset management fees . 116,777 116,777
Iterest, net 17,378 17,378
Hon-operating gain from subsidiary stock issuance 8,757 8,757
Iwestment income and other, net 28,718 28,718
Total revenues ) 905,324 - 905,324
Transaction-based expenses
Execution and clearance fees - 120,261 120,261
Soft dollar and commission recapture expense 61,367 61,367
Payments for order flow and ECN rebates 54,564 54,564
__Total transactien-based expenses 236,192 - 236,192
Revenues, net of transaction-based expenses 669,132 - 669,132
Other direct expenses
€ nployee compensation and benefits 346,476 {21,580) 324,896
Communications and data processing 36,956 36,956
Depreciation and amortization 22,075 22,075
Piofessional fees 19,360 19,360
B usiness development 15,997 15,997
Occupancy and eguipment rentals 14,083 14,083
Writedown of assets and lease loss accrual (2,470) (2,470)
_O'ihET 15,418 15,418
Total other direct expenses 467,895 (21,580) 446,315
Income from continuing eperations before income taxes and minority interest 201,237 21,580 222,817
Income tax expense 77,560 77,560
Incc me from continuing operations before minority interest 123,677 21,580 145,257
Minority interest in income of consclidated subsidiaries - {21,580 {21,580}
Inccme from continuing operations 123,677 - 123,677
Loss from disconginued operations, net of tax (1,437) (1,437)
Net income $122,240 $ - $122,240
Basi: earnings per share from continuing operations $ 127 3 - § 127
Dilused earnings per share from continuing operations $ 123 $ - $ 123
Basii; and diluted earnings per share from discontinued operations § (0.01) $ - $ (0.01)
Basic earnings per share $ 1.26 $ - $ 1.26
Diluied earnings per share 3 12 3 - § 121
Sharas used in computation of basic earnings per share 97,050 - 97,050
Sharzs used in computation of diluted earnings per share 100,756 - 100,796
See accompanying notes to pro forma condensed consolidated financial statements.
Knight Capital Group, Inc. Note 2
Notzs to Pro Forma Condensed Consolidated Financial The Pro Forma Condensed Consalidated Statement of Operations gives
Statements (unaudited) effect to the Deephaven Transaction as if it had occurred on January 1, 2007.
Amounts that had previously been reported as Employee compensation and

benefits have been reclassified o Minority interest in income of consoflidated
subsidiaries as such amounts are treated as allocations to Deephaven Partners
for purposes of these Pro Forma Condensed Consalidated Financial Statements.

Note 1

The P'ro Forma Condensed Consolidated Statement of Financial Condition gives
effec: to the Deephaven Transaction as if it had occurred on December 31, 2007.
The 4.1 million increase in Cash and cash equivalents represents the initial
capital contribution by Deephaven Partners to Deephaven Holdings and has
been credited to Minority interest,
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COMPARATIVE STOCK PERFORMANCE GRAPH

The graph below compares the total cumulative return of the SNL All Broker-Dealer Index. The graph assumes that dividends
Knight Class A Common Stock from December 31, 2002 through were reinvested and is based on an investment of $100 on
December 31, 2007, to the Standard & Poor's 500 Index and the Decermnber 31, 2002,
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MANAGEMENT TEAM

Thomas M. Joyce*
Chairman & Chief Executive Officer

Business Segments

Asset Management
Colin J. Smith
Daephaven Capital Management

Global Markets
James P. Smyth*
Broker-Dealer

Gregory C. Voetsch*
Institutional

Michae! E. Williams
Foreign Exchange

’Bisciplines

Leonard J. Amoruso*
Legal & Compliance

B-‘onwen Bastone
Haman Rescurces

Steven Bisgay*
Azcounting & Finance

Steven J. Sadoff*
Technology

Margaret E. Wyrwas
Communications, Marketing & Investor Relations

* These executive officers are subject to Section 16{a} of the Securities
Exchange Act of 1934 and file reports of ownership and changes
in ownership on Forms 3, 4 and 5 with the U.S. Securities and
Exchange Commission (SEC) and the Nasdaq Stock Market. Further
detail is available in Knight Capital Group, Inc.'s 2007 proxy filing
with the SEC, also located on our website at www.knight.com, and
in filings made with the SEC from time to time.
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BOARD OF DIRECTORS

Thomas M. Joyce
Chairman & Chief Executive Officer,
Knight Capital Group, Inc,

William L. Bolster 22

Lead Director,

Knight Capital Group, Inc.

Retired Chairman & Chief Executive Officer,
CNBC Internatronal

Gary R. Griffith *#
Independent Financial Consultant

Robert M. Lazarowitz’
Former Executive Vice President,
Knight Capital Group, Inc.

Thomas €. Lockburner 2
Retired Audit Partner,
Deloitte & Touche LLP

James 1. Milde '3
Independent Consuliant

Rodger O. Riney '3
President,
Scottrade, Inc.

Laurie M. Shahon '3
President and Founder,
Wilton Capital Group

1 Member, Nominating and Corporate Governance Committee
2 Member, Finance and Audit Committee
3 Member, Compensation Committee
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CORPORATE HEADQUARTERS AND OFFICES

CORPORATE GLOBAL MARKETS Guildhall House
81-87 Gresham Street, 4th Floor
> Headquarters > Main Office London, EC2Y 7NQ
545 Washington Boulevard 545 Washington Boulevard United Kingdom
Jersey City, New Jersey 07310 Jersey City, New Jersey 07310 Telephone: 44,20.7997.2200
Telephone: 201.222.9400 Telephone: 201.222.9400 Fax: 44.20.7997.2220
Fax: 201.557.6853 Fax: 201.557.6853
Toll Free: 800.544.7508 Toll Free: 800.544.7508 Brentwood Center
www.knight.com 11601 Wilshire Boulevard
405 Lexington Avenue Suite 520
New York, New York 10174 2859 Paces Ferry Road Los Angeles, California 90025
Telephone: 212.209.1470 Atlanta, Georgia 30339 Toll Free: 800.430.3434
Fax: 212.697.1624 Toll Free: 800.438.4284
Fax: 770.333.9050 7190 Main Street
[ASSET MANAGEMENT Toll Free: 800.222.4891 Manchester Center, Vermont 05255
Fax: 770.333.1096 Telephone: 802.362.2076
Deephaven Capital Management Fax: 802.362.4137
3565 Piedmont Road, NE
> Main Office 3 Piedmont Center 100 Manhattanville Road
130 Cheshire Lane Suite 400 Purchase, New York 10577
Suite 102 Atlanta, Georgia 30305 Telephone: 914.251.5800
Minnetonka, Minnesota 55305 Telephone: 404.260.5300 Fax: 914.251.5812
Telephone: 952.249.5700 Fax: 404.260.5299 Toll Free: 800.677.8746

Fax: 852.249.5320
www.deephavenfunds.com

11 East Superior Street
Suite 326

Duluth, Minnesota 55802
Telephone: 218.625.2322
Fax: 218.625.2324

Suite 5603, The Center

39 Queen’s Road Central,
Central Hong Kong
Telephone: 852.3555.6000
rax: 852.3555.6111

5 Gracechurch Street, 1st Floor
_ondon, EC3V 0AT

Jnited Kingdom

Telephone: 44.20.7469.1900
cax: 44.20.7469.1850

Toll Free: 877.392.8258
One Independence Plaza

200 State Street 280 Highway 35
Suite 11B Red Bank, New lersey 07701
Boston, Massachusetts 02109 Telephone: 732.747.3461
Telephone: 617.912.3200 Fax: 732.747.3462
Fax: 617.912.3250
Toll Free: 800.771.8099 575 Market Street

Suite 3800
225 West Washington Street San Francisca, California 94105
Suite 300 Telephone: 415.541.3920
Chicago, Illincis 60606 Fax: 415.896.6139
Telephone: 312.553.8305 Toll Free: 866.612.7095
Fax: 312.553.8345 Telephone: 415.348.2744
Toll Free: 800.279.7695 Fax; 415.348.2742
8115 Preston Road 4699 Old Ironsides Drive
Suite 600 Suite 300
Dallas, Texas 75225 Santa Clara, California 95054
Telephone: 972.865.0400 Telephone: 408.855.0800
Fax; 972.865.0404 Fax: 408.492.1290

Toll Free: 800.421.9955
3 Pickering Street

990 Stewart Avenue 01-65 Nankin Row

Suite 620 China Square Central
Garden City, New York 11530 Singapore 048660

Toll Free: 866.202.1095 ' Telephone: 65.6538.1489
Fax: 516.214.5296 ‘ Fax: 65.6538.1487
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CORPORATE INFORMATION

ANNUAL MEETING

The 2008 Annua! Meeting will take place at 1:00 p.m. €EDT on
Wednesday, May 14, 2008, at Knight's Corporate Headquarters,
545 Washington Boulevard, Jersey City, New Jersey 07310.

COMMON STOCK

The Class A Common Stock is listed in the Nasdaq Global Select
Market under the symbol “NITE." Public trading of the Company’s
Class A Commeon Stock commenced on July 8, 1998. The Company's
commaon stock underwent a 2-for-1 stock split on May 14, 1999, at
the close of business. The CUSIP riumber is 499005 10 6.

DIVIDEND POLICY
The Company has never declared or paid a cash dividend on its
Class A Common 5tock.

CORPORATE WEBSITE
www . knight.com

PUBLICATIONS

Copies of the Annual Report, the Annual Report on SEC Form 10-K,
Quarterly Reports on SEC Form 10-Q, Current Reports on SEC
Form 8-K, Forms 3, 4 and 5 filed on behalf of directors and executive
officers, Proxy Statements, press releases and general information
are available through the corporate website, by calling Investor and
Shareholder Relations at 201.222.9400, or by writing Investor
and Shareholder Relations at the Corporate Headquarters address.

CONTACT INFORMATION

Analyst, Investor, Media and Public Relations inquiries should

be directed to Margaret E. Wyrwas, Senior Managing Director,
Communications, Marketing & Investor Relations at 201.557.6954.
Written inquiries may be sent to the Corporate Headquariers address.

INDEPENDENT AUDITOR
PricewaterhouseCoopers LLP
300 Madison Avenue

New York, New York 10017
WWW,RWC.COM

OUTSIDE COUNSEL

Skadden, Arps, Slate, Meagher & Flom LLP
4 Times Square

New York, New York 10036
www.skadden.com

CONSOLIDATED SUBSIDIARIES
For a iist of our regulated broker-dealer subsidiaries, please refer
to our Annual Report on SEC Form 10-K.

TRANSFER AGENT AND REGISTRAR
Mellon Investor Services LLC

480 Washington Boulevard

Jersey City, New Jersey 07310
800.851.9677
www.melloninvestor.com

CORPORATE DISCLAIMERS

Knight Capital Group, Inc. provides its offerings through its Asset Management
and Global Markets business segments, Services offered by Knight's Asset
Management business are provided by Deephaven Capital Management LLC, a
registered investment adviser with the U.5. Securities and Exchange Commission
(SEC), Deephaven Capital Management International Ltd., regulated by the
Financial Services Autharity {FSA} in the United Kingdom (U.K.} and Deephaven
Asia Limited, regulated by the Hong Kong Securities and Futures Commission.
Securities and services for the Global Markets business are primarily offered by
Knight's regulated broker-dealer subsidiaries duly registered with the SEC, the
Securities Investor Protection Corporation and certain national and regional
exchanges and self regulatory organizations. These entities are as follows: Direct
Trading Institutional, L.P,; EdgeTrade LLC; Knight Capital Markets LLC; Knight
Equity Markets, L.P; and Knight BondPoint, Inc. Securities and services are also
provided by Hotspot £Xi, L.L.C.; Hotspot FXr L.L.C. (member of Naticnal Futures
Association and registered with Commodity Futures Trading Commission);
Hotspot FXi Europe Limited, authorized and regulated by the FSA; and, Knight
Eguity Markets International Limited, authorized and regulated by the FSA, and
a member of the Londeon Stock Exchange and other major European Exchanges.

Unless the context otherwise requires, the “Company,” “Knight,” “We,” or
“Qur” shall mean Knight Capital Group, In¢. and its consolidated subsidiaries.

Certain statements contained in this Annual Repont, in¢luding without limitation, those under
“Management’s Discussion and Analysis of Financial Condition and Results of Opesations”
(MD&A) and staternents containing the words "believes,” "intends,” “expects,” “anticipates”
and words of similar import, may constitute forward-locking statements as defined in the
Private Securities Litigation Reform Act of 1995. These forward-looking statements are not
historical facts and are based on current expectations, estimates and projections about the
Company's industry, management’s beliefs and certain assumptions made by management,
many of which, by their nature, are inherently uncertain and beyond our control. Accordingly,
readers are cautioned that any such forward-looking statements are not guarantees of
future performance and are subject to certain risks, uncertainties and assumptions that are
difficult to predict including, without limitation, risks associated with the costs, integration,
perfarmance and operation of businesses recently acquired, or that may be acquired in the
future, by the Company. Since such statements involve risks and uncertainties, the actual
results and performance of the Company may turn out to be materially different from the
results expressed or implied by such forward-looking statements. Given these uncertainties,
readers are cautioned not to place undue reliance on such forward-looking statements.
Unless otherwise required by taw, the Company also disclaims any obligation to update its
view of any such risks or uncertainties or 1o announce publicly the result of any revisions to
the forward-looking statements made in this Annual Report. Readers should carefully review
the risks and uncertainties detailed under “Certain Factors Affecting Results of Operations”
in the MD&A herein, in "Risk Factors® in the Company's Annual Report on SEC Form 10-K
and in other reports or documents the Company files or furnishes from time to time with
the SEC. This discussion should be read in conjunction with the Company's Consolidated
Financial Statements and the Notes thereto contained in this Annual Report.
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Knight

* THE SCIENCE OF TRADING
= THE STANDARD OF TRUST
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